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DIRECT TESTIMONY OF 
LAWRENCE G. BUC 

ON BEHALF OF 
BANK ONE CORPORATION 

My name is Lawrence G. BUC. I am the President of SLS Consulting, Inc. 

(“SLS”), a Washington, D.C., consulting firm specializing in postal economics. 

I have participated in rate and classification cases of the United States 

Postal Service (“Postal Service”) for almost 30 years. I joined the Revenue and 

Cost Analysis Division of the Postal Service in March of 1975 and have analyzed 

postal issues ever since. I have also been employed by the United States Postal 

Rate Commission (“Commission”) and have been retained by private clients for 

consultations on postal topics. 

This is the eighth case in which I have submitted testimony to the 

Commission. In R84-1, R90-1, R97-1, and R2000-1, I appeared as a witness for 

intervenors before the Commission; in MC76-1, I appeared as a witness for the 

Postal Service; in MC77-2, I appeared as a witness for the Office of the 

Consumer Advocate, and in C99-4, I appeared as a witness for the complainant. 

I attended Brown University and graduated in 1968 with an A.B. with 

honors in mathematics and economics. In 1978, I received an M.A. degree in 

economics from the George Washington University of America. While there, I 

was a member of Omicron Delta Upsilon, the national honorary economics 

society. 
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1. PURPOSE AND SCOPE 

The Postal Service and Bank One Corporation (“Bank One”) have entered 

into a Negotiated Service Agreement (“SA), which is now the subject of this 

proceeding. My testimony shows that Bank One witness Brad Rappaport‘s “After 

Rates” volume projections are highly credible. They are also consistent with a 

heuristic model of marketing decisions that I constructed without reference to any 

proprietary information. Based on the results of that model, I conclude that the 

volume block discounts under the proposed Bank OnelPostal Service NSA will 

create incentives for Bank One to switch a substantial amount of solicitation mail 

from Standard Mail to First-class Mail. 

II. MODEL OF MARKETING DECISIONS 

A. Description of the Model 

Witness Rappaport estimates that the After Rates volumes for Year 1 of 

the NSA will have approximately 19 million more pieces than the Before Rates 

volumes. The After Rates volumes for Year 2 of the NSA will have about 100 

million pieces more than the Before Rates volumes for Year 2. Similarly, the 

After Rates volumes for Year 3 will also have about 100 million pieces more than 

the Before Rates volumes for Year 3. Rappaport at 5. To determine whether 

these estimates of After Rates volumes are reasonable, I constructed a heuristic 

model based on the fundamental economics of marketing decisions. 

Banks, like most firms that engage in direct marketing, face economic 

choices about how much solicitation mail to send, and what class of mail to use 

for sending it. A firm rationally sends a solicitation to an individual only when the 

- 2 -  



42 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

expected benefits of the solicitation exceed its costs. For a particular marketing 

campaign, the firm must estimate (1) the probability of response for each 

individual on the list (“response rate”) and (2) the present value of the stream of 

profits over the duration of that individual’s relationship with the firm (the “lifetime 

expected value”). By multiplying the response rate by the lifetime expected 

value, the firm can determine the expected value of the mailing for each 

individual. The expected value can then be compared with the costs of 

producing the marketing material and the postage charges (totaling “costs per 

piece”) to determine whether the economic benefit from a mailing is positive (the 

“net value”). 

I used these principles of marketing to construct a model of marketing 

decisions presented in Attachment 3. This model demonstrates the effect of the 

NSA incentives on First-class Mail volumes by comparing the net value with 

“Before Rates” costs per piece and the net value with “After Rates” costs per 

piece. The results show how much more Standard Mail would switch to First- 

Class Mail if the proposed NSA discounts were implemented. The model 

incorporates a range of plausible values for (1) response rates and (2) lifetime 

values. 

1. Response Rates 

In the model, I assumed that Standard Mail solicitations would generate 

response rates ranging from 0.1 percent to 0.7 percent, with a mean of 0.4 

percent. The 0.4 percent is the average response rate for credit card solicitation 

- 3 -  
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mailings in 2003, as published in Cardweb.com, Inc., 

www.cardweb.com/cardtrak/news/2004/ianuarv/28a. html. 

For any given mailpiece and individual recipient, response rates for First- 

Class Mail are generally higher than for Standard Mail; otherwise, mailers would 

not incur the extra cost of mailing solicitations as First-class Mail. The 

incremental response from sending solicitations as First-class Mail rather than 

Standard Mail is called "lift." For each corresponding piece of First-class Mail, I 

adjusted the response rates to reflect lifts ranging from 5 percent to 10 percent. 

For example, for a particular piece of mail, a response rate of 0.4 percent in the 

Standard Mail model becomes 0.42 percent with a 5-percent lift and 0.44 percent 

with a IO-percent lift. It is necessary to use these slightly higher response rates 

for corresponding pieces of First-class Mail to accurately reflect the increased 

benefit of the mailing. As recognized by the practice of segmentation, response 

rates also vary depending on the characteristics of the potential customer. 

2. Lifetime Value of Customer 

The present lifetime value of a customer varies widely from customer to 

customer. For example, customers who pay a yearly fee, charge purchases 

frequently, carry monthly balances, and accrue and pay late fees but still make 

monthly payments on these balances, generally have higher lifetime values than 

those who do not use their cards in this way. On average, however, I calculate 

and use a present lifetime value of a customer to a credit card company of about 

$1 50. See Buc Attachment 1. The model uses lifetime values which range from 

$50 to $250, with $25 increments above and below the mean. 

-4- 
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3. Costs of a Marketing Campaign 

The direct costs of a marketing campaign include the costs of (1) 

producing the marketing materials and (2) postage. Production costs average 

6.7 cents per piece for all mailings, and postage costs are 18.1 cents for 

Standard Mail (including freight) and 28.7 cents for First-class Mail. See BUC 

Attachment 2. I rounded and used costs of 25 cents per piece production and 

mailing costs for a Standard Mail mailing and 35 cents per piece for a First-class 

Mail mailing in the model. Dividing the costs per piece by the response rate 

produces the cost of acquiring a customer. 

B. Application of the Model 

The model calculates the expected value of mailings for 45 segments 

representing combinations of five response rates and nine lifetime values for 

Standard Mail and First-class Mail. Tables 1A and 2A in the worksheet entitled 

"2-Simple Version" show the expected net values using Before Rates costs per 

piece. These combinations are then recalculated to reflect a change in a single 

input - the decrease in postage costs proposed by the Bank One NSA. 

I apply the model in three applications, with each application aligning the 

model successively more closely to the proposed Bank One NSA. First, I 

constructed a preliminary application using uniform discounts of 2.5 cents and 5 

cents to demonstrate the effects of an across-the-board discount, and to provide 

bounds on the results. Second, I adjusted the model to reflect discounts on 

incrementalvolume, such as those proposed in the declining block rates of the 

Bank One NSA. Finally, I tested the robustness of the model by distributing 

individuals (and hence mail) to segments, using a range of possible population 

- 5 -  
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distributions. These tests show that, for a wide variation in input values, the 

proposed discounts will create incentives for a firm to switch large volumes of 

Standard Mail to First-class Mail. 

1. Preliminary Application Using Uniform Discounts 

Tables 16 and 26 in the worksheet entitled "2Simple Version" show the 

expected net values in each segment using After Rates costs per piece. The 

model allows the user to input various costs per piece (to incorporate discounts) 

and response-rate lifts. The model shows that for many of the segments 

spanning a plausible range of response rates and lifetime values of customers, 

First-class Mail would become economically preferable to Standard Mail if 

postage costs were reduced by 2.5 to 5 cents per piece. 

Summary output from the spreadsheet implementation of the model 

appears in Exhibit 1. This exhibit summarizes First-class Mail mailing decisions 

in the 45 segments (or cells) represented in the model, comprised of 

combinations of nine categories of expected lifetime value and five categories of 

response rates. The model also displays one set of calculations for each of two 

user-specified lifts in response rates. 

- 6 -  
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Discount 

2.5 Cents 

1 Exhibit 1: 
2 

3 
Spreadsheet Model Output: Percentage Of Mailing Segments in Which 

First-class Mail Is the Preferred Option 

Lift 

5% 7.5% 10% 

Before After Before After Before After 
Rates Rates Rates Rates Rates Rates 

0% 6 Yo 13% 28% 28% 44% 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

5 Cents 0 Yo 28% 13% 53% 28% 75% 

2. Application Using NSA Block Discounts 

The proposed NSA provides discounts based on declining block rates 

rather than uniform 2.5-cents or 5-cents discounts. To reflect the graduated 

discount rate of the NSA, I modified the model to show the discount required to 

turn each segment mailing by Standard Mail under the Before Rates model into a 

segment mailing by First-class Mail. The worksheet entitled “4-Discount to 

Switch” in Buc Attachment 3 presents these results. Exhibit 2 shows the case of 

a 7.5-percent lift. Results for a 5-percent or 10-percent lift can be calculated by 

entering the lift in the appropriate spreadsheet input cell 

- 7 -  
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0.10% Value 

1 Exhibit 2: 
2 Discount Rewired to Switch Mail from Standard Mail to First-Class Mail 

0.25% 0.40% 0.55% 0.70% 

3 at 7.5-Percent Lift 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

The spreadsheet model indicates that at a 7.5-percent lift, there are 

thirteen segments (highlighted in Exhibit 2) that are uneconomic to mail even at 

Standard Mail rates, and four segments (outlined in Exhibit 2) that, because of 

high combinations of response rate and lifetime value, are economic to mail at 

First-class Mail rates even without a discount. Of the remaining 28 segments, 

five are economic to switch from Standard to First-class mail for the 2.5-cents 

discount, one more is economic to switch for the 3-cents discount, another two 

are economic to switch for the 3.5-cents discount, one additional segment is 

economic to switch for both the 4-cents and 4.5-cents discount, and three are 

economic to switch for the 5-cents discount. In the remaining 15 segments, no 

discounts offered under this NSA are large enough to make a switch economic. 

-8- 
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Lift 

Segments lncented 
to Switch 

1 

2 

3 

4 

5 
6 
7 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

18 
19 

20 

21 

22 

23 

24 

25 

26 

27 

5 % 7.5% 10% 

28.1%’ 46.4%’ 65.2%3 

Exhibit 3 summarizes the results of Exhibit 2 by showing the percentages 

of segments mailing Standard Mail that are provided enough incentive to switch 

to First-class Mail under the NSA for the three different lift values of 5, 7.5, and 

10 percent 

Exhibit 3: 
Percentage of Segments Mailing Standard Mail lncented to 

Switch to First-class Mail Using NSA Discount Blocks 

Note 1: 9 of 32 segments mailing Standard Mail incented to switch (45 starting 
segments minus 13 segments where it is not economic). 

Note 2: 13 of 28 segments mailing Standard Mail incented to switch (45 starting 
segments minus 13 segments where it is not economic minus 4 
segments where First-class Mail would be justified without a discount). 

Note 3: 15 of 23 segments mailing Standard Mail incented to switch (45 starting 
segments minus 13 segments where it is not economic minus 9 
segments where First-class Mail would be justified without a discount). 

3. Application Reflecting Different Population Distributions 
Across the Segments 

The final step in applying the model is to determine the amount of 

switching in terms of mail volumes, rather than numbers of segments. To make 

this determination, one must distribute the individuals in the mailing list by 

segment. The distribution of individuals is equivalent to the distribution of mail 

volume. I made plausible assumptions about the distribution of individuals 

across the response rates and lifetime values discussed earlier in Sections l a  

and 1 b. I also bounded the uncertainty of the distributions, as advised by 

Witness Panzar in MC2002-2: “[Blounds . . . based on reasonable and clearly 

- 9 -  
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spelled-out assumptions could be a useful exercise . . . for giving the 

Commission some quantitative evidence.” MC2002-2,8 Tr. 1774 (February 7, 

2003). 

To bound the uncertainty of the distribution of individuals, I performed the 

analysis using two distributions: (1) a uniform distribution and (2) a normal 

distribution. The uniform distribution assigns an identical number of individuals in 

each segment. The results of the uniform distribution of individuals are thus the 

same as the results described previously for the segments in Exhibit 1. Tables 5 

and 6 in the worksheet entitled ”2 - Simple Version” in Buc Attachment 3 provide 

the results for segments and the uniform distribution, respectively. 

Alternatively, I assumed a normal distribution of individuals into the 

segments. Table 7 provides the results. The normal distribution of individuals 

across response rates has a mean of 0.4 percent and a standard deviation of 0.2 

percent. The normal distribution across lifetime values has a mean of $150 and 

a standard deviation of $68. 

Exhibit 4 presents the spreadsheet model output applying the normal 

distributions of individuals. For a 2.5-cents discount per piece, the percentage of 

individuals (and of mail) for which First-class Mail is the preferred option 

increases from 0 percent to 2 percent in the 5-percent lift model, and from 19 

percent to 38 percent in the IO-percent lift model. For a 5-cent discount, the 

percentage of individuals (and of mail) for which First-class Mail is the preferred 

option increases from 0 percent to 19 percent in the 5-percent lift model, and 

from 19 percent to 74 percent in the IO-percent lift model. 

- 10-  
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Discount 

2.5 Cents 

5 Cents 

1 Exhibit 4: 
2 
3 

Spreadsheet Model Output: Percentage of Mail Using First-class Mail 
(Using Normal Distributions of Individuals) 

Lift 

5% 7.5% 10% 

Before After Before After Before After 
Rates Rates Rates Rates Rates Rates 

0% 2% 6% 19% 19% 38% 

0 Yo 19% 6% 50% 19% 74% 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Finally, I used a Monte Carlo simulation to test the sensitivity of these 

results to potential variations in the response-rate lifts and the distribution of 

individuals across response rates and lifetime values. The Monte Carlo 

simulation shows that postage discounts will still result in a significant amount of 

mail switching to First-class Mail, even under a wide range of possible response 

rates and lifetime values. 

A Monte Carlo simulation is a statistical technique used to calculate the 

probability distribution of possible outcomes by performing a large number of trial 

runs. For example, a Monte Carlo simulation can produce the probability of 

rolling a seven with a pair of dice by simulating 10,000 rolls of the dice. I 

- 11 - 
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Volume Shift 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 
15 
16 

17 

18 

19 

20 

Percentage of Trials 

calculated the volume shift from Standard Mail to First-class Mail over the NSA 

block discount schedule by performing 10,000 trials using Crystal Ball@ 2000.5 

Standard Edition, a commercially available computer program that is commonly 

used for Monte Carlo simulations. Each of these trials employed different lifts 

and standard deviations of the normal distributions of the individuals across 

response rates and lifetime values. I performed the Monte Carlo simulation on 

the model in the worksheet entitled “3-Block Discounts.” The worksheet entitled 

“Report“ presents the results and parameters of the simulation. 

I 50 million I 89% I 
I 100 million I 89% I 
I 150 million I 89% I 

111. CONCLUSION 

The model shows that postage discounts ranging from 2.5 cents to 5 cents 

will provide significant incentives to switch mail from Standard Mail to First-class 

Mail. First, I used uniform discounts to calculate the percentage of segments that 

- 12 - 
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a 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

would use First-class Mail for a range of response rates and lifetime values. The 

percentages of segments that would use First-class Mail under these scenarios 

range between 0 and 28 percent Before Rates to between 6 and 75 percent After 

Rates. 

Second, I used the block discounts schedule of the proposed NSA to 

calculate the percentage of segments that would switch to First-class Mail. 

These percentages range between 28 and 65 percent. 

Third, I modeled different population distributions across segments to 

determine changes in mail volumes incented by uniform discounts. Using a 

uniform distribution, the percentage of mail using First-class Mail ranged from 

between 0 and 28 percent Before Rates to between 6 and 75 percent After 

Rates. Using a normal distribution, the percentage of mail using First-class Mail 

ranged from between 0 and 19 percent Before Rates to between 2 and 74 

percent After Rates. 

Finally, I performed a Monte Carlo simulation to calculate the results of the 

proposed NSA discount schedule for a range of plausible lifts and population 

distributions across the segments. Given a volume of a billion pieces Standard 

Mail in the absence of the NSA, the resulting distribution of the volume shift to 

First-class Mail indicates that in approximately 9 out of every 10 trials, the 

volume shift is greater than 100 million pieces. 

Based on these analyses, I conclude that the volume block discounts 

under the proposed NSA will create incentives to switch a substantial amount of 

- 13 - 
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I 

z 

mail from Standard Mail to First-class Mail and that the After Rates projections in 

witness Rappaport's testimony are thus highly credible. 

- 1 4 -  
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Buc Direct-Attachment 3-as corrected Aug. 16,2004 

BANKONERESPONSEMODEL 

Notes: 
1 The model uses macros to highlight mail class choice. Inserting rows or columns into the model 

could cause the macro to highlight improper cells. 

2 Within the worksheet entitled '"2-Simple Version," rows 62 through 84 are hidden for presentation 
purposes. These cells present flags that indicate the preferred mail class, if any. The population 
counts refer to these cells. 

3 This analysis used Crystal Balp 2000.5 Standard Edition (see www.crystalball.com) to perform 
a Monte Carlo simulation. The worksheet entitled "REPORT" presents the Crystal Ball 
reports of the forecasts and the assumptions. 

4 The simulation defined 1 forecast on the worksheet entitled "3-Block Discounts." Crystal Ball 
defines forecast cells as the dependent variables that contain formulas that refer to one or more 
assumptions. In other words, forecast cells are the responses that you are measuring. 

WORKSHEET CELL DESCRIPTION 
3 Block Discounts F254 Volume switch to First-Class Mail normally distributing the - 

individuals to the segments 

5 The simulation defined 3 assumptions. Crystal Ball defines assumption cells as variable value cells 
that have been defined as probability distributions. 

WORKSHEET CELL DESCRIPTION 
3 Block Discounts G8 Response rate lift 
3IBlock Discounts F182 
3-Block Discounts F185 

Standard deviation of normal distribution of response rate population 
Standard deviation of normal distribution of lifetime value population 
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(1 ) 
Before Rates 

Standard Mail n. Flrrt-Clarr Mail 
cells Give Net Valve for DMsrsnt Consumer Type. 

Hishighlsd Collr Indhts Mail Clau Chdce 

TABLE 2A - FIRSTCUSS MA11 

Cmdr P B ~ P B C B  f 0.350 
Rsspmas rats I l l  5.0% 

0.11% 
4.298 
__ 
4.271 
4.215 
4.219 

4.156 
n.193 

4.440 
4.111 
4.066 

R e w a s  Rate 
0.26% 0.42% 
4.219 4.140 
4.153 4.035 
4.066 0.070 
4.022 0.175 
0.w 0.280 
0.109 0.385 
0.175 0.490 
0.241 0.595 
0.305 0.700 

4.05, 0.018 
0.083 0.201 

0.515 0.753 
0.661 0.936 
0.805 1.120 

4.094 1.488 

TABLE I B  - FIRSTCUSS MAIL 

Costs per plscs I 0.3% [ADJUST FOR POSTAGE DISCOUNV 
Res-' rate Im 5.0% 

Rss-rs Rab 
"a,"* 0. l lX 0.26% 0.42% 0.58% 0.74% 

0.280 0.516 0.753 

Rerpmsa Rate 
value o.t l% 0.28% 0.44% 0.61% o.n% 

I 50 4.295 4213 0.130 -0.046 0.035 
t 7 %  A 1 6 8  4 ~ < 4 4  4.020 0.101 0.226 

ZW 
225 
250 

40,s 0 090 0255 0420 
4006 02W 0406 13 
0063 0310 0558 

I 225 
I 250 



POPUUTION 

Suandard 
FiR,C,*S.i 
Nons 

TABLE 3 

TABLE. 

eaton Rsb' Albr  Reas A b h U  Dlffinm. 
5x1 10%Ico,mbinad 5x1 lO%[Cmbined 5%1 1OXICombinsd 

71% 51% 61% 71% 51% 61% 0.0% 0.0% 0.0% 
0% 20% 10% 0% 20% lo% 0.0% 0.0% 0.0% 

29% 29% 29% 29% 29% 29% 0.0% 0.0% 0.0% 

-Udfonn Dlsmbutlon 

Rsrpanwt Rate (Stuldard MallJ 
Valve 0.10% 0.25% 0.40% 0.55% 

OF MAILING 
Stsndsrd 100% 12% 86% 
FirstClas 0% 28% 14% 

I 225 
I 250 2.2% 2.2% 2.2% 2.2% 

S " b d l l  20.0% 20.0% 20.0% 20.0% 

IM% 72% 68% 0.0% 0.0% 0.0% 
0% 25% 14% 0.0% 0.0% 0.0% 

O.lO% 1 2.2% 

2.2% 
20.0% 

Slandard 
FirofClar, 
None 

11.1% 
11.1% 
t l . l% 

b l o w  Rae. Liner R l r  Absolul  Dltlenncs 
5%l I0XIcomMn.d 5x1 1o%ICmbined 5x1 ,O%lCornbi"ed 

71% 51% B I %  71% 51% @ I %  0.0% 0.0% 0.0% 
OX 20% 10% 0% 20% 10% 0.0% 0.0% 0.0% 

29% 29% 29% 2% 29% 29% 0.0% 0.0% 0.0% 

11.1% 
11.1% 

OF MAILING 
Standard 100% 72% 86% 
Fr$lCla.i 0% 28% I1% 

11.1% 
11.1% 
11.1% 
ll.l% 

lW.O% 

1W% 72% 86% 0.0% 0.0% 0.0% 
0% 28% 11% 0.0% 0.0% 0 0 %  

PDF Valve Mlm 
0.20% f 50 
0.32% $ 75 
0.45%$ IM 
0.55% $ 125 
0.58% $ 150 
0.35% I 115 
0.45% $ 2 W  
0.32% I 225 
020% I 250 

S"blotal3 

Standard 
FintCiass 
N O W  

. .- .. . _ _  .. . .. .. 
Respanre Rate (Stuldsd Mail) 

0.10% 0.25% 0.40% 0.55% 
0.7% 1.3% 1.5% $.3% 
, . I %  2.1% 2.5% 2.1% 
1.8% 2.9% 3.5% 2.9% 
1.9% 3.5% 4.3% 3.5% 
2.1% 3.7% 4.6% 3.7% 
1.9% 3.5% 4.3% 3.5% 
1.6% 2.9% 3.5% 2.9% 
1.1% Z.l% 2.5% 2.1% 
0.7% 1.3% 1.6% 1.3% 

12.7% 23.2% 28.3% 23.2% 

B . h  Rab. AH.rRM Ab.olut. Dlffimnm 
5x1 lO%lCo,mbmsd 5x1 IOPlCwnbined 5x1 1O%IComblnd 
80% 64% 72% 80% 64% 72% 0.0% 0.0% 0.0% 
0% 15% 8 %  OX 15% 8% 0.0% 0.0% 0.0% 
20% 20% 2u% 20% 20% 20% 0.w 0.0% 0.0% 

0.70% S"bI~talS 

1.6% 12.4% 
15.1% 

2.1% 16.2% 
IS.,% 

1.5% 12.4% 
1.1% 8.9% 
0.7% 5.6% 

12.7% <W.O% 

OF WAILING 
Sfandud lW% 81% 90% 
FinlCla OX 19% 10% 

SUMMARY. PERCENTAGE MAILED BY C U S S  

TABLE 5 --menta (Mat* C.11.) 

104% 81% 90% 0.0% 0.0% 0.0% 
0% 19% 10% 0.0% 0.0% 0.0% 
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TABLE 4 

L*Wm "ah* 0.mx 0.25% 0.70% 
I 
I 
f 
I 125 0.125 0.825 
5 1% 0.125 0.575 
I 175 0.075 0.7,s 0.975 
s m 0.0% 0 . m  
I 225 0.025 0.313 1.325 
s 2m 

f 0.3% paplose 

TABLE u 

Rerponu mu 
Ulatirn."ll"rt 0.27% 0.13% 0.59% 0.75% 
I % 
I 76 
t 1W 
s 125 
I I %  
s I T 5  
5 m 
5 22s 
I 250 

0 
0 J 
0 3 3 
0 3 3 3 
0 3 3 

0 
3 3 
3 3 
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i 75 
f 1W 
I 125 
f IM 
I 115 
I Xa 
f 225 
f Z M  

TABLE 6A FIRSTCUSS MAIL -*FTER RAlES ,VOLUME BLOCK 41 

Rapms. Rate 
L * r n  YSlYO 0.11% 0.27% 0.43% 0.59% 0.75% 
s M 
f 75 
f rm 
f 125 
f 1% 
s 175 
s 200 
s 225 
s Z Y I  

mspon*e his (standam M~I I )  
Lntimvahe O.iO% 0.25% 0.70% Sublotab 
I 
I 
f 100 2 2% 
f 125 2.2% 2~2% 2 2% l l . l %  
s 1M 2.2% 2.2% 2.2% 2.2% 
f 2.1% 2.2% 2.2% 2 2% 
f xa 2.2% 2.2% 2.2% l l . l% 
I 225 2.2% 2.2% 2.2% 2.2% 
I 2M 2.2% *.2% 2.2% 2.2% 

S"bMlS 20.0% Zo.O% 20.0% 20.0% 

I 0 3 I t I 

TABLE 88 U L  C U S S  INDICATOR 

I 3 31 
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Standard Mail vs. First-class Mail 
Cells Give Discount Required to Switch Mail 

From Standard Mail To First-class Mail 

TABLE 1 --DISCOUNT REQUIRED TO SWITCH FROM STANDARD MAIL TO FIRST-CLASS MAIL 

1 Marketing Costs -- Standard Mail $ 0.250 per piece 
2 Marketing Costs -- First-class Mail $ 0.350 per piece 
3 Response Rate Lift 5.0% 

Lifetime Value 
$ 50 
$ 75 
$ 100 
$ 125 
$ 150 
$ 175 
$ 200 
$ 225 
$ 250 

Response Rate (Standard MaiVFirst-Class Mail) 
0.10% 0.25% 0.40% 0.55% 0.70% 
0.11% 0.26% 0.42% 0.58% 0.74% 

$ 0.098 $ 0.094 $ 0.090 $ 0.086 $ 0.083 
$ 0.096 $ 0.091 $ 0.085 $ 0.079 $ 0.074 
$ 0.095 $ 0.088 $ 0.080 $ 0.073 $ 0.065 
$ 0.094 $ 0.084 $ 0.075 $ 0.066 $ 0.056 
$ 0.093 $ 0.081 $ 0.070 $ 0.059 $ 0.047 
$ 0.091 $ 0.078 $ 0.065 $ 0.052 $ 0.039 
$ 0.090 $ 0.075 $ 0.060 $ 0.045 $ 0.030 
$ 0.089 $ 0.072 $ 0.055 $ 0.038 $ 0.021 
$ 0.088 $ 0.069 $ 0.050 $ 0.031 $ 0.012 
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Buc Direct-Att. 3-as corrected 04-08-16.xls 

Crystal Ball Report 
Simulation started on 8/10/04 at 10:40:50 
Simulation stopped on 8/10/04 at 10:41:03 

Forecast: Volume Switch -- Normal Distribution 

Summary: 
Display Range is from 3,792,308 to 738,457,047 Pieces 
Entire Range is from 0 to 741,981,450 Pieces 
After 10,000 Trials, the Std. Error of the Mean is 1,591,633 

Statistics: 
Trials 
Mean 
Median 
Mode 
Standard Deviation 
Variance 
Skewness 
Kurtosis 
Coeff. of Variability 
Range Minimum 
Range Maximum 
Range Width 
Mean Std. Error 

10000 
403,852,638 
445,772,079 

0 
159,163,252 

3E+16 
-1.33 
4.25 
0.39 

0 
741,981,450 
741,981,450 
1,591,632.52 

1 ,550 ........................ 

B y10 ............................................................................................ 
a 

I I! ; ZSOt..........~ ..................................... 

Cell: F254 

Page 1 
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Buc Direct--Att. 3-as corrected 04-08-16.xls 

Forecast: Volume Switch -- Normal Distribution (cont'd) 

Percentiles: 

Percentile 
0% 

10% 
20% 
30% 
40% 
50% 
60% 
70% 
80% 
90% 

100% 

Frequency Counts: 

Frequency: 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Start Value 
-Infinity 

3,792,308 
11,138,955 
18,485,603 
25,832,250 
33.178.898 
40,525,545 
47,872,192 
55,218,840 
62,565,487 
69,912,135 
77,258,782 
84,605,429 
91,952,077 
99,298,724 

106,645,371 
113,992,019 
121,338,666 
128,685,314 
136,031,961 
143,378,608 
150,725,256 
158,071,903 
165.41 8,551 
172,765,198 

PieceS 
0 

46,689,287 
335,165,970 
377.789,825 
409.1 82,911 
445,772,079 
466,616,514 
486,064,776 
517,363.517 
564,583,200 
741,981,450 

End Value 
3,792,308 

11,138,955 
18,485,603 
25,832,250 
33,178.898 
40,525,545 
47,872.192 
55,218,840 
62,565,487 
69,912,135 
77,258,782 
84,605,429 
91,952,077 
99,298,724 

106,645,371 
113,992,019 
121,338,666 
126,685,314 
136,031,961 
143,378,608 
150,725,256 
158,071,903 
165,418,551 
172,765,198 
180,111,845 

Cell: F254 

Prob. 
0.032700 
0.020200 
0.016900 
0.015700 
0.004300 
0.005000 
0.006500 
0.002800 
0.001100 
0.002100 
0.002300 
0.000000 
0.000200 
0.000000 
0.000800 
0.000200 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 

Frep. 
327 
202 
169 
157 
43 
50 
65 
28 
11 
21 
23 
0 
2 
0 
8 
2 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Page 2 
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Buc Direct-An. 3-as corrected 04-08-16.xls 

Forecast: Volume Switch --Normal Distribution (cont'd) 

Group 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 

Start Value 
180.1 11,845 
187,458,493 
194,805,140 
202,151,788 
209,498,435 
216,845,082 
224,191,730 
231,538,377 
238,805,024 
246,231,672 
253,570.31 9 
260,924,967 
268,271,614 
275,618,261 
282,964,909 
290,311,556 
297,650,204 
305,004,851 
312,351.498 
319,698,146 
327,044,793 
334,391,440 
341,738,088 
349,084,735 
356,431,383 
363,778,030 
371,124,677 
378.471.325 
385.817,972 
393,164,620 
400,511,267 
407,857.914 
415,204,562 
422,551,209 
429.097,857 
437,244,504 
444,591 ,I 51 
451,937.799 
459284.446 
466,631,093 
473,977,741 
401,324,388 

End Value 
187,458,493 
194,805,140 
202,151,788 
209,498,435 
216,845,082 
224,191,730 
231,538,377 
238,885,024 
246,231,672 
253,578,319 
260,924,967 
268,271.614 
275,618,261 
282,964,909 
290.31 1,556 
297,658,204 
305,004,851 
312,351,498 
319,698,146 
327,044,793 
334,391,440 
341,738,088 
349,084,735 
356,431,383 
363,778,030 
371,124,677 
378,471,325 
385,817,972 
393,164,620 
400,511,267 
407,857,914 
415,204,562 
422,551,209 
429.897,857 
437,244,504 
444,591,151 
451,937,799 
459,284,446 
466,631,093 
473,977,741 
481,324,388 
488,671,036 

Cell: F254 

Prob. 
0.000000 
0.000000 
0.000000 
0.000000 
0.000100 
0.000100 
0.001200 
0.001400 
0.001500 
0.002100 
0.003200 
0.005200 
0.005000 
0.005700 
0.005800 
0.006900 
0.006600 
0.008700 
0.010300 
0.011700 
0.012700 
0.013500 
0.012500 
0.017300 
0.016000 
0.018500 
0.025000 
0.024400 
0.035100 
0.027200 
0.009700 
0.009800 
0.008900 
0.013100 
0.024900 
0.038300 
0.038500 
0.032000 
0.036300 
0.043400 
0.035900 
0.029400 

Frecl. 
0 
0 
0 
0 
1 
1 

12 
14 
15 
21 
32 
52 
50 
57 
58 
69 
66 
87 

103 
117 
127 
135 
125 
173 
160 
185 
250 
244 
351 
272 
97 
98 
89 

131 
249 
303 
385 
320 
363 
434 
359 
294 

Page 3 
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Buc Direct-Att. 3-as corrected 04-08-16.xls 

Forecast: Volume Switch - Normal Distribution (cont'd) 

GrouD 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 

Total: 

Cumulative: 
GrouD 

1 
2 

Start Value 
488,671,036 
496,017,683 
503,364,330 
510,710.978 

525,404,273 
532,750,920 
540,097,567 
547,44421 5 
554,790,862 
562,137,509 
569,484,157 
576,830,804 
584,177,452 
591,524,099 
598,870,746 
606,217,394 
613,564,041 
620,910,689 
628,257,336 
635,603,983 
642,950,631 
650,297,278 
657,643,926 
664,990,573 
672,337,220 
679,683,868 
687,030,515 
694,377,162 
701,723,810 
709,070,457 
716.41 7,105 
723,763,752 
731 .I 10,399 
738,457.047 

51a,057.625 

Start Value 
-Infinity 

3,792,308 
11,138.955 

Cell: F254 

End Value Prob. 
496.01 7,683 0.01 7300 
503,364,330 0.017200 
510,710,978 0.025600 
518,057,625 0.033700 
525,404,273 0.025800 
532,750,920 0.019000 
540,097,567 0.011800 
547,444,215 0.016200 
554,790,862 0.014000 
562,137,509 0.007900 
569,484,157 0.019600 
576,830,804 0.020700 
584.177.452 0.015800 
591,524,099 0.007900 
598,870,746 0.004700 
606,217,394 0.004900 
613,564,041 0.006300 
620,910,689 0.007300 
628,257,336 0.002600 
635,603,983 0.002300 
642,950,631 0.001500 
650,297,278 0.001 100 
657,643,926 0.000900 
664,990,573 0.000800 
672,337,220 0.000600 
679,683,868 0.001300 
687,030,515 0.000500 
694,377,162 0.000300 
701,723,810 0.000800 
709,070,457 0.000500 
71 6.41 7.1 05 0.000400 
723,763,752 0.000300 
731,110,399 0.000300 
738,457,047 0.001200 

+Infinitv 0.000200 

173 
172 
256 
337 
258 
190 
118 
162 
140 
79 

196 
207 
158 
79 
47 
49 
63 
73 
26 
23 
15 
11 
9 
8 
6 

13 
5 
3 
8 
5 
4 
3 
3 

12 
2 

1.000000 10000 

End Value Prob. Freq, 
3,792,308 0.032700 327 

11,138,955 0.052900 529 
18,485.603 0.069800 698 

Page 4 
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Buc Direct--Att. 3-as corrected 04-08-16.xls 

Forecast: Volume Switch -- Normal Distribution (cont'd) 

GrouD 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Start Value 
18,485,603 
25,832,250 
33,178,898 
40,525,545 
47,872,192 
55,218,840 
62,565,487 
69,912,135 
77,258,782 
84.605.429 
91,952,077 
99,298,724 

106,645,371 
113,992.019 
121,338,666 
128,685,314 
136,031,961 
143.378.608 
150,725,256 
158,071,903 
165,418,551 
172.765.1 98 
180.1 11.845 
187,458,493 
194,805,140 
202,151,788 
209,498,435 
216,845,082 
224,191,730 
231 538,377 
238,885,024 
246,231,672 
253,578,319 
260,924,967 
268,271,614 
275,618,261 
282,964,909 
290.31 1,556 
297,658,204 
305,004,851 
312,351,498 
319,698,146 

End Value 
25,832,250 
33,178,898 
40,525,545 
47,872,192 
55,218,840 
62,565,467 
69,912.1 35 
77,258,782 
84,605,429 
91,952,077 
99,298,724 

106,645,371 
113,992,019 
121,338,666 
128,685.314 
136,031,961 
143,378,608 
150,725,256 
158,071,903 
165,418,551 
172,765.1 98 
180,111,845 
187,458,493 
194,805,140 
202,151,788 
209,498,435 
216,845.082 
224,191,730 
231,538,377 
238,885,024 
246,231,672 
253,578.319 
260,924,967 
268,271,614 
275,618,261 
282,964,909 
290,311,556 
297,658,204 
305,004,851 
312,351,498 
319,698,146 
327,044,793 

Cell: F254 

Prob. 
0.085500 
0.089800 
0.094800 
0.1 01 300 
0.104100 
0.1 05200 
0.107300 
0.109600 
0.109600 
0.109800 
0.109800 
0.110600 
0.110800 
0.1 10800 
0.1 10800 
0.110800 
0.110800 
0.110800 
0.1 10800 
0.1 10800 
0.1 10800 
0.1 10800 
0.110800 
0.1 I0800 
0.110800 
0.1 10800 
0.1 10900 
0.1 11 000 
0.112200 
0.113600 
0.1 15100 
0.1 17200 
0.120400 
0.1 25600 
0.130600 
0.136300 
0.142100 
0.149000 
0.155600 
0.164300 
0.174600 
0.186300 

Free. 
855 
898 
948 

1013 
1041 
1052 
1073 
1096 
1096 
1098 
1098 
1106 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1108 
1109 
1110 
1122 
1136 
1151 
1172 
1204 
1256 
1306 
1363 
1421 
1490 
1556 
1643 
1746 
1863 

Page 5 
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Forecast: Volume Switch -- Normal Distribution (cont'd) 

GrouD 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 

Start Value 
327,044,793 
334,391,440 
341,738.088 
349,084,735 
356,431,383 
363,778,030 
371,124,677 
378.471.325 
385.817,972 
393,164,620 
400,511,267 
407,857,914 
41 5,204,562 
422,551,209 
429,897,857 
437,244,504 
444,591,151 
451,937,799 
459,284.446 
466,631,093 
473,977,741 
481,324,388 
488,671,036 
496,017,683 
503,364,330 
510,710,978 
518,057,625 
525,404,273 
532,750,920 
540,097,567 
547,444,215 
554,790,862 
562,137,509 
569.484.157 
576,830.804 
584,177,452 
591,524,099 
598,870,746 
606,217,394 
613,564,041 
620,910,689 
628,257,336 

End Value 
334,391,440 
341,738,088 
349,084,735 
356,431,383 
363,778,030 
371,124,677 
378,471,325 
385,817,972 
393,164,620 
400,511,267 
407,857,914 
41 5,204,562 
422,551,209 
429.897.857 
437,244,504 
444,591,151 
451,937,799 
459,284,446 
466,631,093 
473,977,741 
481,324,388 
488,671,036 
496,017.683 
503,364,330 
510,710,978 
518,057,625 
525,404,273 
532,750,920 
540,097,567 
547.444,215 
554,790,862 
562.1 37,509 
569,484,157 
576,830,804 
584,177,452 
591,524,099 
598,870,746 
606,217,394 
613,564.041 
620,910,689 
628,257,336 
635,603,983 

Cell: F254 

Prob. 
0.199000 
0.212500 
0.225000 
0.242300 
0.258300 
0.276800 
0.301800 
0.326200 
0.361300 
0.388500 
0.398200 
0.408000 
0.416900 
0.430000 
0.454900 
0.493200 
0.531700 
0.563700 
0.600000 
0.643400 
0.679300 
0.708700 
0.726000 
0.743200 
0.768800 
0.802500 
0.828300 
0.847300 
0.859100 
0.875300 
0.889300 
0.897200 
0.916800 
0.937500 
0.953300 
0.961200 
0.965900 
0.970800 
0.977100 
0.984400 
0.987000 
0.989300 

1990 
2125 
2250 
2423 
2583 
2768 
3018 
3262 
3613 
3885 
3982 
4080 
4169 
4300 
4549 
4932 
5317 
5637 
6000 
6434 
6793 
7087 
7260 
7432 
7688 
8025 
8283 
8473 
8591 
8753 
8893 
8972 
9168 
9375 
9533 
9612 
9659 
9708 
9771 
9844 
9870 
9893 

Page 6 
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Forecast: Volume Switch - Normal Distribution (cont'd) 

& Start Value 
87 635,603.983 
88 642,950,631 
89 650,297,278 
90 657,643,926 
91 664,990,573 
92 672,337,220 
93 679,683,868 
94 687,030,515 
95 694,377.162 
96 701,723,810 
97 709,070,457 
98 716,417,105 
99 723,763,752 

100 731,110,399 
738,457.047 

End Value 
642,950,631 
650,297,278 
657,643,926 
664,990,573 
672,337,220 
679,683,868 
687,030,515 
694,377,162 
701,723,810 
709,070,457 
716,417,105 
723,763,752 
731,110,399 
738,457,047 

+Infinity 

Cell: F254 

Prob. 
0.990800 
0.991900 
0.992800 
0.993600 
0.994200 
0.995500 
0.996000 
0.996300 
0.997100 
0.997600 
0.998000 
0.998300 
0.998600 
0.999800 
1 .oooooo 

Frep. 
9908 
9919 
9928 
9936 
9942 
9955 
9960 
9963 
9971 
9976 
9980 
9983 
9986 
9998 

10000 

End of Forecast 

Page 7 
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Assumptions 

Assumption: Value Standard Deviation 

Triangular distribution with parameters: 
Minimum $0 
Likeliest $68 
Maximum $136 

Selected range is from $0 to $1 36 

Cell: F185 

Assumption: Response Rate Standard Deviation Cell: F182 

-.--e, r, < Triangular distribution with parameters: 
Minimum 0.000 
Likeliest 0.002 
Maximum 0.006 

_ _ m m a m  
Selected range is from 0.000 to 0.006 

Assumption: Response Rate Lift Cell: G8 

Triangular distribution with parameters: 
Minimum 5.0% 
Likeliest 7.5% 
Maximum 10.0% 

Selected range is from 5.0% to 10.0% 

End of Assumptions 

Page 8 
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CERTIFICATE OF SERVICE 

I hereby certify that I have today caused the foregoing document to be served in 

accordance with Section 12 of the Commission’s Rules of Practice 

I d  

David M. Levy 

August 16,2004 
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Postal Rate Commission, Docket Number MC2004-3 
Declaration of Lawrence G. BUC 

I ,  Lawrence G. BUC, hereby declare, under penalty of perjury that: 

The direct testimony of Lawrence G. Buc on behalf of Bank One Corporation 
(BOC-T-2) in Docket Number MC 2004-3 was prepared by me under my 
direction; and 

If I were to give this testimony orally before the Commission today, it would be 
the same. 

I, Lawrence G. Buc, further declare under penalty of perjury that: 

The responses to the various Interrogatories and The Presiding Officer's 
Information Requests that were addressed to me or which I have sponsored in 
this case, and which have been designed for inclusion in the record of this 
docket, were prepared by me or under my direction; and 

If I were to respond to these Interrogatories and The Presiding Officer's 
Information Requests orally before the Commission today, the responses would 
be the same. 

Lawrence G. BUC 

Date September 10, 2004 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCNBOC-T2-1 

OCA/BOC-T2-1. Please refer to your testimony at 2, lines 18-20, where you discuss 
the construction of a heuristic model based on the fundamental economics of marketing 
decisions. Please confirm that your model does not project an overall level of mailings 
but, rather, determines how a given level of mailings could be split between First-class 
and Standard Mail based on incentive discounts. 

ANSWER: 

Generally confirmed. My model shows that for some combinations of lifetime 

values and response rates, it does not make economic sense to mail at all. For those 

combinations for which mailing is justified, the model indicates which class of mail would 

be used both with and without an incentive discount of a given amount 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCNBOGT2-2 

OCNBOC-T2-2. Outside of information presented in your testimony, have you 
developed a volume estimate for the combination of Bank One's Standard Mail and 
First-class Mail solicitation pieces? 

a. For the first year of the NSA? 

b. For the second year of the NSA? 

c. For the third year of the NSA? 

d. If you have developed the requested estimates (a. through c.), please provide 
them. Please discuss all factors that drive the projections. 

If you have not developed estimates a. through c., please explain why not. 

To your knowledge, has any individual developed estimates a. through c. If so, 
who is the individual (or individuals)? Please obtain such estimates from the 
identified individual(s) and provide them. (Part f. of this interrogatory may be 
redirected to witness Rappaport, if appropriate). 

e. 

f. 

ANSWER: 

a. No 

b. No. 

C. No. 

d. Not applicable. 

e. 

f .  

I was not asked to provide these estimates 

Yes. Bank One's volume forecast for 2004 is one billion pieces of 

Standard Mail solicitations. Rappaport direct testimony (BOC-T-1) at page 3, line 11 

Adding these to the 83 million First-class Mail solicitations estimated by witness 

Rappaport for the first year of the NSA yields an estimated total volume of 1.083 billion 

Bank One solicitations in the first year of the NSA. To my knowledge, no one has 

estimated Standard Mail for Years 2 and 3 of the NSA. However, given Bank One's 

historical solicitation volumes (see response to OCNBOC-TI -1 ), it seems reasonable to 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCAIBOC-T2-2 

assume that Bank One will mail approximately one billion solicitations in Years 2 and 3 

of the NSA. 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCA/BOC-T2-3 

OCAIBOC-T2-3. Please refer to your testimony at page 3, lines 20 through 22. You 
project response rates for Standard Mail between 0.1 percent and 0.7 percent, with 0.4 
percent as the average response rate for credit card solicitation. 

a. 

b. 

What is the response rate specifically applicable for Bank One? 

What is the lift specifically applicable for Bank One? 

ANSWER (This interrogatory has also been partially redirected to USPS witness 
Plunkett): 

Bank One has objected to this question on the grounds that it seeks proprietary 

information. Without waiving this objection, however, Bank One answers the question 

as follows: 

a. I do not know the specific response rates that Bank One actually achieves 

from its solicitation mailings. Bank One regards this information as highly proprietary, 

and has not disclosed it to me. Instead, Bank One asked me to use publicly available 

data as inputs to my model. Nevertheless, I can make several statements with 

confidence about Bank One's actual response rates. 

First, Bank One, like other credit card issues, observes a range of response rates 

for its solicitations. As I noted in my prefiled testimony, response rates depend on the 

income and other demographic characteristics of the potential customer. See BOC-T-2 

at 4. For this reason, credit card issuers like Bank One base their mailing and 

marketing decisions on response rates disaggregated by customer segment rather than 

a single company-average response rate. 

Second, average response rates for Bank One's credit card solicitations cannot 

be far different than industry averages. If Bank One experienced response rates that 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCAIBOC-T2-3 

were markedly higher or lower than the rest of the industry overall, Bank One would 

experience a noticeable gain or loss of market share. Since this is not the case, Bank 

One's response rates must be fairly close to industry averages. In 2003, the average 

response rate for all solicitations by credit card issuers was approximately 0.4 percent. 

See USPS-T-2 at 3-4. I believe that 0.4 percent is therefore a reasonable estimate of 

the overall average response rate for Bank One as well. 

b. I do not know the average lift (;.e., the percentage increase in response 

rate caused by entering solicitations as First-class Mail rather than Standard Mail) 

actually achieved by Bank One. That information is highly confidential, and Bank One 

has not disclosed it to me. Given that Bank One does mail a percentage of its 

solicitations as First-class Mail, however, there must be some lift: If there were no lift, 

Bank One would not use First-class Mail at all. 

There are also strong reasons to believe that Bank One's average lift exceeds 

five percent. When I ran my model with no discounts and a 5 percent input for lift, the 

results showed that in none of the 32 cells would the value of the resulting lift justify the 

added cost of First-class Mail. Using the normal distribution of population into the 

segments also yielded the same result: at a 5 percent lifl there would be no First-class 

Mail solicitations. Because we know that Bank One has historically mailed some 

solicitations as First-class Mail, it is reasonable to conclude that a lift of 5 percent 

understates Bank One's actual average lift. 

For similar reasons, it is also reasonable to conclude that Bank One's average lift 

is less than 10 percent. M e n  I ran my model and assumed a lift of 10 percent and a 

uniform distribution, the model indicated that of the 32 cells that mailed, 9 would mail as 
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First-class Mail (28 percent of the cells). When I assumed a lift of 10 percent and a 

normal distribution, the results showed that almost 20 percent of the mail would be First- 

Class Mail. Because Bank One actually enters a much lower percentage of solicitations 

as First-class Mail, it is reasonable to conclude that Bank One's average lift is below 10 

percent. 

I obtained similar results with an assumed average lifetime value of $102.43 and 

segments defined in increments of $20.00 above and below that average value (please 

recall that in my original testimony I used an average lifetime value of $1 50 and 

segments defined in increments of $25 above and below that average 

value).Attachment OCA-BOC-T2-3(b) presents the results of running the model with lifts 

ranging from 0 to 10 percent and average lifetime values of $1 50 and $1 02.43 for both 

uniform and normal distributions. 



AlTACHMENT OCA-BOC-T2-3(b) 
source: Buc-Direct--Att.-3errata.xls 

NO DISCOUNT 

'45 segments based upon combinations of 9 lifetime values and 5 response rates. 

AVERAGE LIFETIME VALUE OF $102.43 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCA/BOC-T24 

OCA/BOC-T2-4. On page 4, you discuss the lifetime value of a customer. 

a. Please confirm that in your Attachment 1, line 9, you have provided the “Net 
Present Value - Lifetime Value,” for Bank One, of $1 02.43. If you do not confirm, 
please explain why not and give the correct figure. 

Also confirm that $102.43 is the lifetime value of a Bank One customer, as 
discussed on page 4 of your testimony. If you do not confirm, then explain why 
not. 

b. 

c. Assuming that the lifetime value is $102.43, please incorporate the appropriate 
lift and response rates specifically applicable to Bank One (not generic) into your 
model. Use your model to project a specific First-class Mail solicitation letter 
estimate of the number of additional First-class mail pieces that Bank One will 
mail. Please provide these estimates for both the simple version and for the 
subsequent normal and uniform distribution cases. 

Please provide simulations andlor projections as applicable 

Please identify in your model (or use your model to estimate) the gross increase 
in revenue to the Postal Service; the decrease in Standard Mail revenue; and the 
net increase in revenue to the Postal Service. Please provide these figures for 
both the simple version and for the subsequent normal and uniform distribution 
cases. 

d. 

e. 

f. Please discuss in detail any exogenous factors to your model that would cause 
these projections to vary substantially in their results. 

ANSWER (Subpart b of this interrogatory has also been partially redirected to 
USPS witness Plunkett): 

Bank One has objected to this question on the grounds that it seeks proprietary 

information. Without waiving this objection, however, Bank One answers the question 

as follows: 

a. Confirmed that in Attachment 1, line 9, in the row “Net Present Value - 

Lifetime Value” under the Bank One column, the amount of $102.43 appears. Please 
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note that in Attachment 1, line 8, in the row “Annuitized Method - Lifetime Value” under 

the Bank One column, the amount of $239.18 appears. 

b. I cannot confirm that $102.43 is the exact average lifetime value of a Bank 

One customer. Like information on response rates and lift, information about lifetime 

values is highly proprietary, and Bank One has not disclosed it to me. I derived the 

value of $102.43 for Bank One as follows: First, I grossed up Bank One’s net income for 

2003 reported in its annual report by adding back in an estimate of marketing expenses 

derived from the assumptions detailed in Attachment 1 to my testimony. Then I divided 

the resulting sum by the estimated number of accounts (also derived as detailed in the 

Attachment 1). The resulting value is an estimate of the one-year flow of net 

incremental revenue of an average account for 2003. To estimate a lifetime value, I 

found the present value of that annual flow, based on reasonable assumptions as to 

discount rates and the number of years the firm might receive the income. I also 

calculated an upper bound to this estimate by calculating the present value as an 

annuity 

In the runs of my model included in my testimony, I used an average lifetime 

value of $150, rather than $102.43. The $150 lifetime value of an average customer is 

based on the simple arithmetic average of the lifetime values that I calculated in 

Attachment 1, using publicly available data on net income and accounts from the annual 

reports of a sample of four banks, J. P Morgan Chase, Capital One, MBNA, and Bank 

One. I used the average of the larger sample of four banks rather than the value 

calculated for Bank One for greater reliability. Please note that (1) the net income value 

is based on data for only one year: (2), net income was adjusted to net out estimated 
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marketing costs; and (3) for Bank One, it was necessary to estimate the number of 

accounts. 

Information on lifetime values of customers is considered highly confidential by 

all financial institutions, not just Bank One; accordingly, it is difficult to find authoritative 

data on lifetime value in the public domain. I confirmed the reasonableness of the $150 

value, however, with a marketing expert and consultant who teaches a course in “Direct 

Marketing Math and Finance” for the Direct Marketing Association. 

Further, it should be noted that banks base marketing and mailing decisions on 

the lifetime values of a particular customer segment, not the average lifetime value of all 

customer accounts. 

Finally, I note that the conclusion indicated by the model -that the proposed 

NSA discounts will induce a substantial migration of Bank One solicitation volume from 

Standard Mail to First-class Mail - holds regardless of whether the average lifetime 

value used as an input to the model is $1 02.43 or $1 50. 

c. I have run the model using an average lifetime. value of $102.43 (with the 

segments defined as described in my answer to OCNBOC-T2-3(b) above), and the lifts 

and response rates used in my testimony. The following exhibits provide the results. 

The results for the segments are the same as the results of the uniform distribution of 

individuals. As the results show, the model is fairly stable to changes in the input 

assumptions. Large volumes of mail still switch from Standard Mail to First-class Mail. 
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2.5 Cents 

5 Cents 

ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCNBOC-T2-4 

Lift 

5 % 7.5% 10% 

Before After Before After Before After 
Rates Rates Rates Rates Rates Rates 

0 % 0% 0% 12% 12% 27% 

0 % 12% 0% 38% 12% 54% 

Modified BOC-T-2 Exhibit 1 : Spreadsheet Model Output: Percentaae Of Seaments 
Usinq First-class Mail 

5% 7.5% 

Modified BOC-T-2 Exhibit 4: Spreadsheet Model Output: Percentaqe Of Mail 
Usinq First-class Mail (Usinq Normal Distributions Of Individuals) 

Discount Before After Before After 
Rates Rates Rates Rates 

2.5 Cents 

5 Cents 

0 % 0% 0% 10% 

0 % 10% 0% 37% 

10% 

Rates Rates 

d I performed a Monte Carlo simulation using the assumptions detailed in 

subpart c of this interrogatory. The following exhibit provides the results. The 

simulation indicates that in approximately two out of every three trials, the volume shift 

from Standard Mail to First-class Mail is greater than 100 million pieces. 
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Volume Shift 

50 million 

100 million 

150 million 

ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCA/BOC-T2-4 

Percentage of Trials 

68% 

66% 

66% 

e. Since I do not know whether the interrogatory asks for revenue estimates 

associated with an average lifetime value of $102.43 or $150, I have provided both sets 

of estimates. In each case, I used the model and the assumptions in my response to 

subpart c of this interrogatory to estimate the requested figures for the simple version, 

the uniform distribution case, and the normal distribution case. Because the discounts 

create an incentive to switch mail from Standard Mail to First-class Mail, net increases 

in revenue logically follow. 
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ANSWER OF BANK ONE WITNESS BUC 
TO INTERROGATORY OCA/BOC-T24 

7.5% 10% 

Exhibit E l :  Revenue Estimates (Simple Version and Uniform Distribution of 
Individuals) 

2.5 Cents $0 
5 Cents $29.0 

$32.0 $40.1 
$92.0 $101.6 

2.5 Cents $0 $10.8 

Decrease in Standard Mail Revenue (millions)’ 
2.5 Cents $0 $21.2 $26.6 
5 Cents $21.2 $67.3 $74.3 

$13.5 
5 Cents $7.8 $24.7 

Average Lifetime Value of $150 

$27.3 

2.5 Cents $10.6 $28.3 

Net Increase in Revenue (millions)‘ 
2.5 Cents $5.4 $14.4 $14.4 
5 Cents $1 8.2 $26.7 $30.6 

$28.3 

’ Increase in percent using First-class Mail (see BOC-T-2 Exhibit 1 and response to subpart c of 
this interrogatory) times the number of Standard Mail solicitations (see response to OCNBOC- 
TZ-29 times the average First-class Mail revenue per piece less the discount (see USPS-T-1 
Appendix A, page 10 REVISED). 
’ Increase in percent using First-class Mail times the number of Standard Mail solicitations times 
the average Standard Mail revenue per piece (see USPS-T-1 Appendix A, page 10 REVISED). 
‘ Increase in First-class Mail revenlie miniis the decrease in Standard Mail revenue 

5 Cents $49.6 $72.6 $83.2 
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TO INTERROGATORY OCA/BOC-T24 

5 yo 7.5% 10% 

Exhibit E2: Revenue Estimates fNormal Distribution of Individuals) 

2.5 Cents $0 
5 Cents $24.2 

I I ift 

$26.7 $40.1 
$89.5 $108.9 

2.5 Cents 

Average Lifetime Value of $102.43 

$0 $17.7 $26.6 
5 Cents $17.7 $65.5 $79.7 

2.5 Cents $0 $9.0 $13.5 

’ Increase in percent using First-class Mail (see BOC-T-2 Exhibit 4 and response to subpart c of 
this interrogatory) times the number of Standard Mail solicitations (see response to OCA/BOC- 
TZ-Zf) times the average First-class Mail revenue per piece less the discount (see USPS-T-1 
Appendix A, page 10 REVISED). 

the average Standard Mail revenue per piece (see USPS-T-1 AppendixA, page 10 REVISED). 
’ Increase in First-class Mail revenue minus the decrease in Standard Mail revenue. 

Increase in percent using First-class Mail times the number of Standard Mail solicitations times 

5 Cents $6.5 $24.1 $29.3 

2.5 Cents $5.3 
5 Cents $46.0 

$34.7 $50.7 
$106.5 $133.1 

2.5 Cents $3.5 $23.0 $33.6 
5 Cents $33.6 $77.9 $97.4 

2.5 Cents $1.8 $1 1.7 $1 7.1 
5 Cents $12.4 $28.6 $35.8 
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f. The exogenous variables in the model include lifetime value, response rates, 

lift, marketing costs, and the size of the discounts. Changes in any of these input 

variables will affect the outputs of the model to some degree. However, as 

demonstrated above, model outputs are fairly robust across plausible changes in input 

variable. Any factors that lead to changes in the exogenous variables will also induce 

changes in the model outputs. 
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ANSWER OF BANK ONE WITNESS RAPPAPORT 
TO INTERROGATORY OCA/BOC-T2-5 

OCA/BOC-T2-5. At page 11 of your testimony, you report the results for Monte Carlo 
simulations for variations in the response-rate lifts and the distribution of individuals 
across response rates and lifetime values. 

a. On what type of Bank One-imposed credit requirements and standards are these 
simulations based? 

b. How would the simulations change if Bank One's credit standards changed? 
Please give examples and discuss. 

ANSWER 

a. The Monte Carlo analysis I describe in my testimony is not based on any 

specific credit requirements or standards. 

b. Theoretically, if changes in credit standards affected the distribution of 

populations into the segments of the model, then the exact results could change 

However, I have seen no indication that Bank One's credit standards vary enough from 

industry average standards to materially affect the results of my Monte Carlo analysis. 

As previously noted, my model confirms that the proposed NSA discounts will induce a 

substantial migration of Bank One solicitation volume from Standard Mail to First-class 

Mail under a wide range of assumed response rates, lift percentages, and lifetime 

customer values 
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RESPONSE OF BANK ONE WITNESS BUC 

(PARTIALLY REDIRECTED FROM USPS WITNESS PLUNKETT) 
TO OCA INTERROGATORY OCA-USPS-TI -24 

OCNUSPS-TI-24. Please refer to your testimony at VI. Discount Cap, pages 15-17, 
and PRC Op. MC2002-2, page 154, footnote 83, which states: 

This excludes any potential increased contribution as a result of Capital 
One responding to the declining block rate structure by increasing its 
volume of First-class Mail. The commission is excluding this potential 
contribution because the record does not provide an adequate basis for 
evaluating the response of Capital One (and its competitors) to the 
declining block rates. See Chapter V, Section M, for the analysis leading 
to this conclusion. 

Please expand on your testimony and address the Commission’s concern with respect 
to unknown before rates volumes and the unknown response to discounts. 

ANSWER TO OCA-USPS-TI-24: 

The record in this case addresses the Commission’s concerns on several levels. 

Firsf, it shows that Before Rates First-class marketing letter volume-the only type of 

First-class Mail over which Bank One appears to have significant discretion over 

volume-would have to increase by nearly 300 percent over Bank One’s current 

marketing letter volume before the resulting “leakage” from the NSA rate discounts 

outweighed the ACS cost savings generated by the discounts. See response of USPS 

witness Michael Plunkett to Presiding Officer’s information Request No. 1, Question 7 

(filed July 26, 2004). 

Second, the record shows that an unanticipated increase in Before Rates volume 

of this magnitude is extremely unlikely. Bank One’s historical volumes, in contrast to 

those of Capital One, have been quite stable in recent years. See USPS-T-1 (Plunkett 

Direct), App. A, p. 2. Moreover, the terms of the NSA establishing an annual threshold 

adjustment and merger adjustments provide structural safeguards against the risk that 

Bank One could obtain volume-related discounts for increases in First-class mail 



RESPONSE OF BANK ONE WITNESS BUC 

(PARTIALLY REDIRECTED FROM USPS WITNESS PLUNKETT) 
TO OCA INTERROGATORY OCA-USPS-TI -24 

volume caused by a merger or an organic increase in the scale of Bank One's business. 

See NSA 1II.F (annual threshold adjustment) and IV (merger adjustments). 

Third, the proponents of the NSA in this case have submitted a far more 

sophisticated and thorough analysis of the anticipated financial effects of the proposed 

block discount schedule, including the effects of leakage, new contribution and ACS 

savings, than the proponents submitted to the Commission in the Capital One case. 

See Plunkett Direct (USPS-T-I), App. A; response of USPS witness Plunkett to OCA 

interrogatory OCA-USPS-TI-15; BUC Direct (BOC-T-2). In particular, my testimony 

provides a model of the optimization analysis used by credit card marketers to choose 

between Standard Mail and First-class Mail solicitations. Relying on publicly available 

data, I show that the proposed discount blocks will, under an extraordinarily robust 

range of assumptions, elicit enough additional First Class volume to generate an 

enormous positive contribution to the Postal Service. Buc Direct (BOC-T-2). 

Fourth, the record shows that a "stop-loss" provision (Le., cap on the total 

discounts available to Bank One) would not eliminate financial risk for the Postal 

Service, but would substitute one risk for another. This is because a cap on total 

discounts creates the risk of choking off volumes that an incentive otherwise would 

induce. This is particularly true for the Bank One NSA: losses in contribution from the 

choked-off volume could be very large. Thus, imposing a cap would replace an 

insignificant risk with a substantial one. To document this fact, I attach an analysis, 

based on the model presented in my direct testimony (BOC-T-2), which shows an 80 

percent chance that imposing an annual $2.5 million cap would reduce the contribution 

made by Bank One's mail to institutional costs by over $8 million per year-or 
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Foregone annual 
contribution to USPS 

institutional costs 
$8,297,435 
$9,416,975 
$9,821,916 
$1 0,  I 83,998 
$1 0,553,403 
$1 1,140,696 
$1 1,604,061 
$17 4.69 710 

RESPONSE OF BANK ONE WITNESS BUC 

(PARTIALLY REDIRECTED FROM USPS WITNESS PLUNKETT) 
TO OCA INTERROGATORY OCA-USPS-TI-24 

Probability of 
Occurrence 

80% 
70% 
60% 
50% 
40% 
30% 
20% 
i no/. 

approximately $25 million over the three year term of the NSA. And there is a ten 

percent chance that the lost contribution to institutional costs could exceed $12.5 million 

per year, or nearly $37.5 million over the three-year term of the NSA. See Attachment 

OCA-USPS-TI -24 (Excel spreadsheet) 

As the Commission is aware, my direct testimony includes a Monte Carlo 

analysis of the amount of mail that could switch from Standard Mail to First-class Mail 

under a broad set of assumptions. The same model can also be used to show the 

potentially "switched volumes for each decile in my Monte Carlo analysis. One can 

calculate the contribution from the switched volume, as well as the net contribution after 

considering the incentive necessary to induce that switch. The analysis shows that, 

although annual losses in contribution resulting from a cap would be relatively modest at 

the 10th percentile volume estimate-about $0.6 million annually-they would increase 

to $8 3 million annually at the 20th percentile estimate, and $12.5 million at the 90th 

percentile estimate: 
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RESPONSE OF BANK ONE WITNESS BUC 

(PARTIALLY REDIRECTED FROM USPS WITNESS PLUNKETT) 
TO OCA INTERROGATORY OCA-USPS-TI -24 

Source: Attachment OCA-USPS-TI -24. 

f i f th,  the risks to the Postal Service from capping discounts transcend this case, 

particularly if the cap is limited to ACS cost savings. Many other banks have large 

quantities of Standard Mail solicitations. An appropriate discount incentive could enable 

the Postal Service to induce a large share of this volume to migrate to First-class Mail, 

benefiting the Postal Service, banks, and other mailers. Limiting the discounts to the 

costs savings generated by solicitations currently mailed as First-class Mail, however, 

would have a chilling effect on future functionally equivalent NSAs of this kind. Very few 

(if any) other banks currently send enough First-class Mail to justify the energy, time, 

and money needed to obtain a functionally equivalent NSA with discounts capped at 

ACS savings on Before Rates First-class volumes. 



Attachment OCA-USPS-T1-24 

BANK ONE ANNUAL CONTRIBUTION FROM NEW VOLUME SENSITIVITY ANALYSIS 

I. INPUT DATA 

ROW DESCRIPTION VALUE SOURCE 
1 Annual Before Rates Volumes 
2 Contribution Per Piece .. Firsl-Class Mail Marketing Letter 
3 Contribution Per Piece .. Standard Mail Leher 

571,080,000 USPS-T-1, Appendix A. page 2 
$ 0.166 USPS-T-1, Appendix A, Year 1, page 10 
$ 0.093 USPS-T-1, Appendix A, Year 1, page 10 

II. VOLUME BLOCKS 
Source Docket No. MC2004-3 Request For Recommended Decision. Attachment F, page 4 

ROW FROM TO DISCOUNT CUMULATIVE DISCOUNTS 
4 535.000.001 560,000,000 $ 0.025 per piece 625.000 
5 560,000,001 585,000,000 $ 0.030 per piece 1,375,000 
6 565.000.001 610,000,000 $ 0.035 per piece 2,250,000 
7 610,000,001 645,000,000 $ 0.040 per piece 3,650,000 
6 645,000,001 660,000,000 $ 0.045 per piece 5,225,000 
9 680,000,001 andabove $ 0.050 per piece nia 

111. SENSITIVITY ANALYSIS USING MONTE CARLO SIMULATION PERCENTILES 

MI. 1 COI. 2 COI. 3 COI. 4 COI. 5 col. 6 COI. 7 

ROW PERCENTILE 
10 10% 
11 20% 
12 30% 
13 40% 
14 50% 
15 60% 
16 70% 
17 80% 
16 90% 
19 100% 
20 

CONTRIBUTION 
VOLUME AFTER RATES EARNED FROM VOLUME INCREASE IN NET LOSS DUE 
SWITCH 
64.2 12.44 1 

365,819,339 
434,494.982 
452,101,126 
467,843,624 
463,904,930 
509.439.387 . .  
529,585,693 
567,200,871 
753,451,075 

VOLUME 
635,292,441 
956.899.339 

1,005,574,482 
1,023,161,126 
1,038,923,824 
1,054,984,930 
1.080.519.387 . . .  
1,100,665,693 
1,133,280.871 
1,324,531,075 

DISCOUNT 
$ 3,261,696 
$ 19,069,967 
$ 21,503,749 
$ 22.384.056 
$ 23,171,191 
$ 23,974,247 
5 25,250,969 
$ 26,258.285 
$ 28,139.044 
$ 37,451.554 

SWITCH 
4,687,506 

28,164,812 
31,718.134 
33,003,332 
34.1 52,599 
35,325,060 
37.1 89,075 
38,659.756 
41,405,664 
55,001,929 

CONTRIBUTION 
$ 1,425.811 
$ 9,094,645 
$ 10.214.385 
$ 10,619.326 
$ 10,981,408 
$ 11,350,813 
$ 11,938,106 
$ 12,401,471 
$ 13,266,620 
$ 17,550,375 

~~ 

21 Discountcap of $2.5 million 616,250,000 $ 2,500,000 3,297,410 $ 797,410 

Notes: 
Col 1 
CoI 2 
COl3 
CoI 4 
COl 5 
Col6 

BOC-T-2, Buc Dired--An. 3.~1~. page 2 
BOC-T-2, Buc Oirect--Att. 3 . ~ 1 ~ .  page 2 
= COI 2 + row 1 
Calculation based upon volume blocks and incremental diswunh 
= COI 2 * (row 2 - ,ow 3) 
= COI 5 - coI 4 

TO CAP 
628,401 

8,297,435 
9,416,975 
9,821,916 

10,183,998 
10,553,403 
11,140,696 
11,604,061 
12,469,210 
16,752.965 
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OCAIUSPS-TI-46. Please refer to your testimony, Appendix A, page 10,  and the table 
t,elo\v 

Contribution per Piece & & m y & &  
First-Class Marketing Letter. After Rates $0.163 $0.158 $0.152 

Net Coiitributioii S0.070 $0.069 $0.067 
D i s m u  n t 
Net Contribution less Discount $0.020 $0,019 $0.017 

Standarii Lelter Contribiition per Piece m - m  
&@Q$&QfjQ$QgQ 

a Please confirm that Bank One's Year 1 After Rates Net Contribution per 
Piece for First-class Marketing Letters, after the 5 cent discount, is $0.020. If 
you do not confirm. please explain. 

Please confirm that Bank One's Year 2 After Rates Net Contribution per 
Piece for First-Class Marketing Letters, after the 5 cent discount, is $0.019. If 
you do not confirm. please explain. 

Please confirm that Bank One's Year 3 After Rates Net Contribution per 
Piece for First-class Marketing Letters, after the 5 cent discount, is $0.017. I f  
you do not confirm, please explain. 

b. 

c. 

ANSWER (revised and redirected September 1, 2004): 

Witness Plunkett responded to this interrogatory as follows: "Confirmed that 

these questions faithfully repi-oduce what is in my appendix A. However, this question 

implies that the marginal net contribution assuming the  maximum discount equates to 

the average after rates contribution. Since many pieces would receive smaller 

discounts, the average net contribution per piece would be higher." 

Although these questions may faithfully reproduce the calculations for "net 

contribution less discount" ("ncld") from the original Appendix A, the USPS has filed a 

second revision to Appendix A ("Second Errata"). Accordingly, I have changed the ncld 

calciilalions froini the original interrogatory OCAIUSPS-TI-46 and have presented the 
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inew figures below iii Table 1. The calculations underlying this table are derived from 

the revised Appeiidix A 

Table 1 

Contribution per Piece Y e a r 2 -  Year 3 

First-class Marketing Letter. After Rates $0.162 $0.157 $0.151 

Standard Letler Contribution pr:r Piece $0.090 $0.087 S0.083 
Net Contribution $0.072 $0.070 50.068 
Discount $050  

Net Contiibution less Discount $0 022 $0.020 $0.018 

Notwithstanding the above revisions, the nclds continue to be understated for 

several other reasons. The calculations in this redirected answer incorporate all of the 

corrections made in the Second Errata (see Table I ) ,  hut also reflect three additional 

revisions that should he made in determining net contribution less discount (see 

Table 21. 

First, the Postal Service based its unit cost estiinates for Standard Mail on the 

Poslai Service's costing methodology even though it based its unit cost estimates for 

First-Ciass Mail on the Commissio/~'s costing methodology. The Commission's 

methodology tends to produce higher costs and correspondingly lower contribution 

amounts. Consistent use of the Commission's methodology to cost both mail classes 

would cause the estimated costs of Standard Mail (and the associated piggybacks) to 

increase, and the estimated contribution from Standard Mail to decrease accordingly 

Thus, the net contribution less discount for each piece of mail that migrated from 

Standard to First Class would be higlier than the model now indicates. Using one 

approximation of the Commission's methodology. we estimate that the increase in net 
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contribution less discount by correcting the mismatch of methodologies would be $0.003 

i i~ i  Year 1 .  $0.003 in Year 2 .  and $0.003 in Year 3.' 

Second. in the calculations i i i  Appendix A. revenues for both Standard Mail and 

First-class Mail are assumed to remain constant over the entire life of the agreement. 

In fact, an omnibus rate increase is likely in early 2006. The effect of a rate increase 

would be to increase unit revenues of both First-class and Standard Mail. Unless rates 

for Standard Mail bear percentage increases that are disproportionate to First-class 

rate increases, the absolute difference between unit First-class and unit Standard Mail 

rates will also increase, thus increasing the net contribution less discount in Year 3 of 

the NSA agreement for mail that is switched from Standard Mail to First-class Mail 

Assuming, for example, that the next omnibus rate case resulted in an across-the-board 

increase of 10 percent for all classes. effective at the beginning of Year 3, the net 

contribution less discount would increase by $0.012 in Year 3. 

Third. the calculations in Appendix A assume that 100 percent of new First-Class 

Mail volumes will be migrated volume-;.e., will be offset by an offsetting reduction in 

Standard Mail volume. If some of the new First-class volume is from organic growth 

( ; .e , ,  growth not offset by migration from Standard Mail), net contribution less discount 

will increase, for the obvious reason that entirely new First-class Mail volumes will not 

entail any offsetting loss of Standard Mail contribution For example, if only five percent 

of the new volume is from organic growth and 95 percent is from mail switched from 

~~ ~ 

' Using the Postal Service's methodology to cost both mail classes would likewise 
increase the estimated net contribution less discount for each piece that migrated from 
Standard Mail to First-class Mail, because the estimated costs of First-class Mail (and 
associated piggyback costs) would decrease, and the estimated contribution from First- 
Class Mail would increase accordingly. 
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Standard Mail, the net contribution less discount would increase by $0.005 in Year 1 ,  

$0.004 in Year 2, arid $0.004 in Year 3. 

Table 2 below summarizes the effects of adjusting Appendix A (1) by using one 

approximation of the Commission's costing methodology for both Standard and First- 

Class Mail, (2) by assuming a 10 percent rate increase in Year 3 of the NSA, and (3) by 

assuming that five percent of new First-class Mail volume represents organic growth in 

volume rather than migration from Standard Mail. Calculations are presented in the 

Attachment to OCAIUSPS-TI-46 (redirected). Making these corrections increases net 

contribution less discount by $0.007 in Year 1, $0.007 in Year 2 ,  and $0,019 in Year 3. 

These increases yield a total net contribution less discounts of $0.029 in Year 1 ,  $0.027 

in Year 2. and $0.037 in Year 3. 

Table 2 

~ ~ _ _  Contribution -. per Piece Yearl 
First-class Marketing Letter. After Rates $0 162 

$0 0'10 

Net Contrihiition $0.072 

Discount 

Net Contribution less Discourit $0~022 

Standard Letter Contribution per Piece 

1. Increment from PRC method $0.003 

2. Increment from rate change $0.000 

3. Increment from 5-percent organic growth 

Increment from combination of 1 .  2. and 3 
$0.005 

$0 007 

Total Net Contribution Less Discount $0.029 

Year 2 

SO 157 

SO 087 
$0 070 

__ 

50 020 

$0.003 

$0.000 

$0 004 
$0 007 

$0.027 

Y& 

m151 
$0.083 

'sO.0@? 

$0.018 

$0.003 
$0.012 

$0.002 

$0,019 

$0.037 
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OCAIUSPS-T i -46  Rcviscd Sept. 1, 2004 

N l T  CONTRIBUTION LESS DISCOUNT ANALYSIS 

I CONSISTENT COSTING METHODOLOGIES -- USPS'PRC VERSIONS 

INDEX DESCRIPI ION 
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VALUE SOURCE 

6 u o 7 1  2 16 ~ 37 

$ O O L S  = 4 0  s n o s  
6 0 0 2 3  = 4 1  5005  
6 0 0 2 1  = 4 2  sous 
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OCAIUSPS-TI -46 

NET CONTRIBUTION LESS DISCOUNT ANALYSIS 

Revised Sept. 1. 2004 

II ORGANIC GROWTH I N  FIRS?-CLASS MAIL VOLUMES 

INDEX DESCRIPTION 

1 Perrmt:igiis of New FirstMlass Mail Voliinii, 
2 
3 
4 

I hlarketillg L N e ! .  After Ratcs 
Average Contribution With Contingency -- PRC Version 
Avcr,iqe Contritwtioii With Cnntingency ~- PRC Veii inn 
Aver;+qe Corit i i i i i i t io~ Witii C I I I ~ ~ I I I I J R I I L ~  -- PKC Version 

0 
10 Stanii;iifi Mail Letter 
11 Year 1 Average Coritributior With Cotitiinqency -- USPS Version 
12 Year 2 Averdge Contribution Will? Contingency ~- USPS Version 
13 Year 3 Average Contribution With Contingency ~- USPS Version 
1 4 
15 
10 
1; 
1 R  
1'1 Net Cantriti,linn nf  0rg:lllli Growth 
it' {er>( I 
il YC.31 / 

22 Yi iar  3 
2'! 

25 Year 2 Less :i-Ccrit DisLouiit 

Year I 
Year 2 
YCJI :i 

Avcr,irje (JO~~I~IUIIUI! Wihn Lol l l i i yer lcy  -- PKC V u l ~ i u i l  Proxy 
Aver;igr i;ontnhuIiori With Contingency ~- PRC Verilon Proxy 
Averc1ge con~ibut ion ~ N ~ i l i  Coiit ingmcy -. PKC Ver:.io!i Proxy 

2 1 yenl 1 LCSS ~ - C W I I  nisi:ijLliit 

30 Year 2 
31 Ycal 3 
3 2 

3.1 
35 Y c ~ r  3 Less 5-Crml Discmiit 

3:i 1 LCSS s - c m  r)l!,c(ILI,It 

VALUE SOURCE 

5 0% Assumption 
Y5.0% = 1 - [2] 

5 0 162 USPS-T-1 Appendix, 
IS I1 157 USPS-T-1 Appendix ! 
S 0 151 USPS-T-1 Appendix j 

5 0.0% LISPS-I-' Appendix 1 

S 0.087 USPS-I-1 Appendix i 
S 0 083 USPS-T-I Appendix i 

5 (1 O l j /  O C & U S P S  IL?[i-l 2 

S 0.084 OCR-USPS-TI-46-1 2 

5 0.U80 OC~\-USPS-l 1-46-1 F 

,!, 0 162 = G 
S 0.157 = 7 
5 01S1 = 8  

'6 0.112 = z n - s n o 5  
5 0.107 = 2 i - s 0 . 0 5  
u. 0 101 = 22 -50  O!, 

$ 0072=6-ll 
$ 0.070 = 7 -  12 
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OCAIUSPS-TI -46 

NET CONTRIBUTION LESS DISCOUNT ANALYSIS 

Revised Sept. 1, 2004 

II ORGANIC GROWTH IN FIRST-CLASS MAIL VOLUMES 

INDEX DESCRIPTION VALUE SOURCE 

36 
37 Net Contribuliori of Shill Froin Standard Mail With USPSlPKC Version Effect 
38 Y m r  1 !f 0075 =($-I5 
353 Year 2 $ 0.073 = 7 ~  16 
40 Year 3 $ 0071 =&I7 
41 
42  Year 1 Less 5-Cent Discount $ 0 0 2 5  = 3 8 - $ 0 0 5  
43 Year 2 Less 5-Cent Discount $ 0 023 = 39 ~ $0 05 
44 Year 3 Less 5-Cent Discourit S 0 021 =40-$0.05 
45 
46 WeigtitPd-Average Net Coritributiaii of Orgaiiir: Growth and ShiH from Standard Mail 
47 Y e a  1 $ 0.077 -2'2013'29 
48 Year 2 5 0.074 = 2 * 2 1  + 3 * 3 0  
4ri Year 3 S 0072 = 2 ' 2 2 + 3 ' 3 1  
50 
51 Year 1 Less 5-Cent Discount S 0 027 =47-$0.05 
52 Yesi 2 Less 5-Cent Discount S 0.024 = 48 - $0.05 
53 Year 3 Less 5-Cent Discount S 0 022 =49-$0 .05  
54 
55 \Yc,(Il~liid-A"cr,igii Ni.1 C o i ~ t ~ i i ~ i i i l ~ o ~ i  31 Or 
5fi Yc,lr 1 S 0 07s) = 2 20 + 3 ' 315 
5 I Year 2 s 0 0 7 7  = 2 ' 2 1  4 . 3 "  34 
!.R Yi.:rr :i s I1 071 = 2 " ?? + 3 .  iI(I 
59 
60 Ye,ir 1 Less 5-Cerit Discount S 0.029 = 56-$0.05 

I Slliit Iho!n\ S h t d d ~ I  M A  ',.',JitW IIS;'S/PKI; 'dciiioi~t Effect 

I, 1 Ye.3, 2 LPSS 5 A k n t  Disrount 'i 0.027 - 5 1 - $ 0 0 5  
i,? Yc>;ii 3 Less 5-1t.111 Disciiuiit s 0025 = S R - $ O E  
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OCAWSPS-T l~46  Revised Sept. 1 .  2004 

NET CONTRIBUTION LESS DISCOUNT ANALYSIS 

Ill "OSThL RATE INCREASES 

INDEX DESCRIPTION 

1 Pntential A v e r i q r  Rate in 
2 Ycar I 
'3 Year 1 

Year .i 
:I 

f; hrst-Class Ma i l  Lnttei 
i Year 1 Revenor 
H Year 2 Revrnu r  
!, Yi:c31 I Ri!"crluu 

10 
11  Year 1 Revenue Including Potential Average Rate Increase 
12 Ycar 2 Rcvcnue Including Potential Average Rate Increase 
13 Year 3 Revenue Including Potential Average Rate Increase 
1 1 

1 : .  ~ l , l , , , l i i , d  lvlall L t t ie ,  
1 (i Year 1 Ruvr i i i i r  
17 Ycar 2 Revc11~.~1: 
18 Year 3 Revenue 
1 ? 
, ,  

.'I 
Li Year :i R i i ~ ~ e i i u r  Im.l~idii?i( Puteritial Averdije Rale IIlcreasII 
, , ,  

o i l  Wit11 Continyeiicy ~~ PRC Vctsioii 
on With Conlinqenc, -~ PRC Vcrsioii 

Cont i i igcr iq ~- PRC Vr:rsIor 

iiling POLLII~I;II Average Rate IiiLrfiase 
30 Year 2 Avcragc Corrtribrrtion Including Potential Average Rale Increase 
i t A><erage Contriliuiiori Including Potential Average Rate Increase 

', i St,%indarcI Mail Lullr:~ 
', ! A N C I ~ P  Coii lr i l i i i t~otl lV!~lli Conl~riileiicy .~ IJSPS 'Jclsion 
I!, Ycnr 2 A v e r q t  Coritrit~ulion With Contlrigericy -~ LJSPS Vursion 

Year 3 
, ,  
,'/ 

Yi-ai 1 

VALUE SOURCE 

$ (1 292 U S P S - 1  Appendix A. F 
!$ 0 292 U S P S ~ T V  Appendix A. F 
5; !I E92 USPS.'IV Appeiidix A ,  F 

$ 0.292 = ( l +  121) 171 

$ 0.321 = ( I +  [4]) * [9] 
s 0 292 = (1+ p]) * [XI  
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NET CONTRIBUTION LESS DISCOUNT ANALYSIS 

1 1 1  P O S T A I ~  RhTE INCREASES 

INDEX DESCRIPTION 

:if5 Year 3 Avr iage Contribution Wit11 Contingenr:y ~ LJSPS Version 
37 
3 t i  Average Coriiribution l h d u d ~ ~ g  Potential Avi:r , iqt  Rate Increase 
3!1 '<car 2 Avrmgc! Coritritjution Including Potsnti;il Avi:r;ig1: Rate Increase 
0 0  Year 3 Average Cnntribution lnciiidinq Polentinl Average Rate increase 
41 
42 Net Cnnlrihution with Postal R~IP II~CIPIISPS Effect 
33 YC!X 1 
44 f ea r  2 
45 Yuar 3 
46 
47 Year 1 Less 5~Cen t  Discount 
48 Year 2 Less 5-Cent Discount 
39 Year 3 L e i s  5-Cenl Discount 

Year 1 

VALUE SOURCE 

S O.OR3 USPS-T-l Appendix A. F 

$ 0.090 = LO ~ 16 + 34 
5 0.087 = 21 - 17 + 3 5  
$ o . i n i  = z - i ~ + 3 6  

$ 0.072 = 22 ~ 38 
$ 0070 = : 3 0 - 3 9  
5 0,080 = :31 - 4 0  

$ 0.022 = 4 3  ~ ~ 0 0 5  
$ o . 0 ~ 0  = 44 - $0.05 
$ 0.030 = 4 s - $ 0 0 5  
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OCAIUSPS-T146 Revised Sepl  1 2004 

NET CONTRIBUTION LESS DISCOUNT ANALYSIS 

IV CONSISTENT COSTING METHODOLOGIES, ORGANIC GROWTH AND POSTAL RATE INCREASE: 

INDEX DESCRIPTION 

1 Fir+CIass h l . ~  Mnrkelinq Lel1i.r Afli,r l<.iles 
i Y c a i  1 A\I!ILI(IF. Ci,1111lb 
:i Yea, 2 Average Coi,tr,h 
.1 Ycnr  ,i Avcr;iqi: Ci~i i l r ib Wlh P~~CIIIIRI /i<<?ras]e 
i; 
I. Stallrlard Ivl;ill Li4ti.r 
7 
11 
I, 

118 

/ I  ~~ PH(: Vcriion Pwn,, 

12 1 n l m I ~ ( 1 1 ~  Will, Polerilial Averalgr ~- PRO Version Pti ivy 
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RESPONSE OF BANK ONE WITNESS BUC 
TO VALPAK INTERROGATORY VPIBOC-TI -1 0 

VPIBOC-TI-10. 

Please refer to (i) the after rates volumes shown in Tables 3 and 4 of your 
testimony (at p. 6), (ii) the estimated returns for First-class solicitation mail discussed at 
page 9, lines 1-7, of your testimony, and (iii) the estimated unit cost for electronic flat 
and letter returns shown in Appendix A of the testimony of Postal Service witness 
Michael K. Plunkett (USPS-T-1). 

a. Please confirm that using the assumed volumes in your testimony, and the unit 
cost in witness Plunkett's testimony, the unit cost of electronic returns in Year 1 
will average 3.85 cents for every piece of First-class solicitation mail originated 
by Bank One. If you do not confirm, please supply what you believe to be the 
correct average unit cost, and show how it is derived. 

Please confirm that, using the assumed volumes in your testimony and the unit 
costs in witness Plunkett's testimony, the unit cost of electronic returns in Year 2 
will average 3.58 cents for every piece of First-class solicitation mail originated 
by Bank One. If you do not confirm, please provide what you believe to be the 
correct average unit cost, and explain how it is derived. 

Please confirm that, using the assumed volumes in your testimony and the unit 
costs in witness Plunkett's testimony, the unit cost of electronic returns in Year 3 
will average 3.67 cents for every piece of First-class solicitation mail originated 
by Bank One. If you do not confirm, please provide what you believe to be the 
correct average unit cost, and explain how it is derived. 

b. 

c. 

ANSWER (redirected to Bank One witness Lawrence BUC): 

Not confirmed. I am informed by the Postal Service that the correct figures are 

3.36 cents for 2004, 3.15 cents for 2005, and 3.28 cents for 2006. The table below 

provides the underlying calculations. According to the figures in USPS-T-1, 

Appendix A, the unit cost of returning flats electronically is approximately 58% less than 

the cost of returning them manually, and the unit cost of returning letters electronically is 

approximately 38% less than the cost of returning them manually. Note that substituting 

the cost of returning mail manually (the current return procedure) for the cost of 

returning mail electronically in the calculations below yields much higher unit costs -- 
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RESPONSE OF BANK ONE WITNESS BUC 
TO VALPAK INTERROGATORY VPIBOC-TI-10 

6.77 cents for 2004, 5.80 cents for 2005, and 6.03 cents for 2006. Therefore, in the 

context of this NSA, electronic returns are expected to generate a net savings per First- 

Class solicitation of 3.41 cents in 2004, 2.65 cents in 2005, and 2.75 cents in 2006. 

Electronic Return Cost 
Per 1C 

Total Solicit 

$2,806,030 $0.0336 
$5,157,280 $0.0315 
$5,363,572 $0.0328 

[ l ]  USPS-T-1, Appendix A, page 2 
[2] USPS-T-1, Appendix A, page 2 
[3] USPS-T-1, Appendix A, page 1, (9) 
[4] USPS-T-1, Appendix A, page 1, (8) 
[5] USPS-T-1, Appendix A, page 1, (2) 
[SI USPS-T-1, Appendix A, page 1, (3) 
[7] USPS-T-1, Appendix A, page 1, ( I O )  
[8] USPS-T-1, Appendix A, page 1, (12) 
~ ~ 3 = ~ ~ 1 * ~ ~ 1 * ~ ~ ~ 1 * ~ ~ 1 ’ ~ ~ 1 + ~ ~ 1 * ~ ~ 1 * ~ ~ 1 ~  
11 01=[91~([11+[21) 
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RESPONSEOFBANKONEWITNESSBUC 
TO VALPAK INTERROGATORY VPIBOC-TI-11 

VPIBOC-TI -1 1. 

Assuming that, in your response to preceding interrogatory VP/BOC-TI-10, you 
confirmed that every piece of First-class solicitation mail originated by Bank One has an 
average cost for electronic returns of 3.67 cents per piece, please confirm that in the 
third year of the NSA the Postal Service’s unit contribution to overhead will be reduced 
by 8.67 cents for each piece of Bank One solicitation mail that receives the maximum 
discount of 5 cents per piece. If you do not confirm, please provide what you believe to 
be the correct amount, and explain fully how it is derived. 

ANSWER (redirected to Bank One witness Buc): 

Not confirmed. The calculation in Interrogatory VP/BOC-TI-11 appears to be 

based upon two faulty assumptions, as well as an incorrect average cost figure for 

electronic returns. First, the calculation appears to assume that the average cost for 

returning Bank One’s current solicitations is currently zero. That is incorrect. As 

discussed in response to VPIBOC-TI-10, the unit cost of manual returns is much higher 

than the unit cost of electronic returns. Therefore, the return provisions in the NSA will 

increase the contribution of Bank One’s First-class Mail solicitations, not reduce it. 

Second, the question appears to assume that there will be mail in the 5-cent discount 

tier without the discount. As shown in my Before-Rates volumes, this assumption is 

highly implausible. 

I have calculated the increase in unit contribution under two scenarios. If the 

discount creates an incentive for a new piece of solicitation volume in the 5-cent tier in 

Year 3, the increase in unit contribution will be 10.5 cents (the 15.5 cents shown in cell 

115 on worksheet “Contrib Inputs” of USPS-T-1, Appendix A minus the 5-cent discount). 

If the 5-cent discount creates an incentive for a piece of solicitation volume to migrate 

from Standard Mail to First-class Mail, the increase in contribution would be 

approximately 2 cents (the 10.5 cents mentioned above minus the 8.6-cent contribution 

shown in cell 120 of the same worksheet). 
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TO VALPAK INTERROGATORY VPIBOC-TI-13 

VPIBOC-TI-13. 

a. Please refer to your testimony at page 6, Tables 3 and 4, and confirm that in 
years 2 and 3 you project an increase in First-class solicitation mail volume from 
64.430 million Before Rates to 163.485 million After Rates, or an increase in the 
volume of this mail of 138 percent. Please explain any non-confirmation. 

Please refer to your testimony at page 9, lines 1-7, and confirm that if the volume 
of First-class solicitation mail increases as you project, and the percentage 
return rates materialize as you project, the volume of Bank One's First-class 
solicitation mail requiring return service will increase from 6.50 million pieces to 
15.41 million pieces, or by 137 percent, computed as follows (millions): 

b. 

Letters 
Flats 
Total 

After After 
Before Before Rates Rates 
Rates Rates Volume Returns 

Volume Returns Yrs. 2&3 Yrs. 2&3 

29.387 2.65 128.442 11.56 

64.430 6.50 163.485 15.41 
35.043 3.85 35.043 - 3.85 

If you do not confirm, please state what you believe to be the correct volumes, 
and explain the derivation. 

Please refer to the data on page 1 of the Appendix A to the testimony of Postal 
Service witness William K. Plunkett (USPS-T-I), and please confirm that the 
Postal Service's cost of physically returning Bank One's Before Rates volume 
shown in your Tables 3 and 4 would amount to $6.02 million. If you do not 
confirm, please indicate what you believe to be the correct amount, and explain 
the derivation. 

Please refer to the data on page 1 of the Appendix A to the testimony of witness 
Plunkett (USPS-T-I), and please confirm that the Postal Service's cost of 
electronically transmitting address correction information for Bank One's After 
Rates volume shown in your Tables 3 and 4 would amount to $6.13 million, or 
about 2 percent more than the cost of the manually returning the Before Rates 
volume. If you do not confirm, please indicate what you believe to be the correct 
amount, and explain the derivation. 

c. 

d.  
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TO VALPAK INTERROGATORY VPIBOC-TI -13 

ANSWER: (redirected to witness Lawrence Buc) 

a. 

the computed increase in volume is approximately 154%. 

Confirmed in part. While the Before Rates and After Rates figures are correct, 

b. 

million, not 2.65 million. 

Confirmed, although the Before Rates returns for letters appears to be 2.64 

c. 

million for 2006. For each year, I derived the product of the solicitation volume 

(individually for letters and flats) from USPS-T-1, Appendix A, page 2, the return rate 

from USPS-T-1, Appendix A, page 1, the manual return unit cost from USPS-T-1, 

Appendix A, page 1, and the contingency factor from USPS-T-1, Appendix A, page 1. 

Then, I added the resulting costs for letters and flats. 

Not confirmed. I calculate a cost of $5.91 million for 2005 and a cost of $6.14 

d. Not confirmed. Please see my response to VP/BOC-TI-10. 
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AUTOBIOGRAPHICAL SKETCH 

My name is Brad Rappaport. I am Vice President-Marketing Operations for Bank 

One Card Services, a division of Bank One Corporation. In this position, I have been 

responsible for, among other things, the annual direct mail marketing postage budget of 

approximately $200 million as well as our relationship with the Postal Service and direct 

mail production vendors. I have held this position for five years. 

From 1997 to 1999 I was Vice President-Client Services for Equifax Card 

Solutions, a leading provider of credit card software and processing services in the United 

States. I managed and directed client relationships for U S .  full service credit union 

processing businesses. 

From 1996 to 1997, I was Vice President and General Manager, Client Services, 

for First Data Corporation, a world leader in credit card processing. I managed client 

relationships and bad responsibilities for two major oil company credit card programs. 

Prior to that, from 1979, I held various positions at Mobil Oil Corporation in sales, 

marketing, planning, and operations. 

In 1979, I received a Bachelors Degree in Business Administration, cum laude, 

with a major in Management from the University of Massachusetts. 



114 

1 

2 

3 

4 
5 

6 
7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

I. PURPOSE OF TESTIMONY 

Headquartered in Chicago, Bank One Corporation is the nation’s sixth-largest 

bank holding company, with assets of $320 billion. As of January, 2004, Bank One is: 

the third-largest credit card issuer in the United States, with nearly 52 million 
cards in circulation and $74 billion in managed receivables 

a leader in retail and small business banking, serving nearly 7 million retail 
households and 500,000 small businesses 

a leading investment management company, with $188 billion in assets under 
management, including more than $15 billion of invested insurance assets. 

Bank One and the United States Postal Service have entered into a mutually- 

beneficial arrangement for a Negotiated Service Agreement (“NSA”). We believe that 

this NSA is functionally equivalent to the Capital One NSA now in effect. Like the 

Capital One NSA, this NSA will reduce the Postal Service’s costs in handling 

undeliverable mail and will provide Bank One incentives to continue to mail large 

volumes of solicitation mail and even to switch some solicitation mail from Standard 

Mail to First-class Mail. 

The purpose of my testimony is first to describe Bank One’s solicitation mail and 

customer mail. Second, I will provide and explain Bank One’s forecasts of First-class 

Mail volumes without the NSA (“Before Rates” volumes) and with the NSA (“After 

Rates” volumes) for calendar years 2004, 2005, and 2006, referred to herein as Year 1, 

Year 2, and Year 3, respectively, of the NSA. Finally, I will discuss Bank One’s return 

rates for First-class Mail. 

- 2 -  
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11. BANK ONE MAIL TYPES 

A. Solicitation Mail 

Bank One’s mail may be generally divided into two kinds of mail: solicitation 

mail, which is usually sent by Standard Mail, and customer mail, which is sent as First- 

Class Mail. 

Bank One mails a significant volume of solicitations to encourage existing 

customers to use their credit cards more often and to use other products offered by Bank 

One. We also send solicitations designed to acquire new customers. Bank One is a direct 

competitor of Capital One. In contrast to Capital One, which mails a significant amount 

of its solicitations by First-class Mail, Bank One typically uses Standard Mail for about 

90 percent of its approximately one billion solicitations each year. 

Compared to Standard Mail, First-class Mail is generally of greater value because 

of the forwarding and return service provided at no additional postage and the higher 

response rates from customers. However, in the past, because of the general difference in 

rates for First-class Mail and Standard Mail, this increased value has usually not justified 

a greater reliance on First-class Mail for Bank One’s solicitations. To determine whether 

to mail a solicitation as First-class Mail or Standard Mail, Bank One tests for and then 

analyzes whether the incremental response (referred to as “lift” in the industry) from 

sending solicitations as First-class Mail rather than Standard Mail justifies paying the 

higher First-class Mail rate. Bank One has generally found that the lift does not justify 

the approximately ten cents in additional postage associated with First-class Mail. 

- 3 -  
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However, as might be expected, reducing the cost premium for First-class Mail by 2.5 to 

5 cents per piece would justify the use of First-class Mail in place of Standard Mail for a 

certain number of solicitations, causing Bank One to shift those solicitations from 

Standard Mail to First-class Mail. 

B. Customer Mail 

Like all financial institutions, Bank One uses First-class Mail to communicate 

with existing customers. Communications include, inter alia, statements for both credit 

card and bank accounts, letters responding to customer inquiries, and mailings of new or 

replacement credit cards. We have much less choice in the class of mail used for 

customer mail than for solicitation mail, and we generally determine the class of mail to 

use for customer mail based on the requirements of postal regulations rather than 

economics. 

111. FIRST-CLASS MAIL VOLUME HISTORY 

Bank One’s mail volumes have been relatively stable over the last three years: 

Customer mail grew modestly from 479 million pieces in 2001 to 508 million pieces in 

2002 and then declined to 500 million pieces in 2003. Customer mail in 2003 was 

4.4 percent higher than in 2001. Solicitation mail volumes have also been relatively 

stable, declining from 104 million pieces in 2001 to 92 million pieces in 2002, and then 

increasing to 96 million pieces in 2003. Table 1 summarizes the historical First-class 

Mail volumes for customer mail and solicitation mail. 

-4- 
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2003 

1 

Solicitation 

Letters 

Table 1: Historical First-class Mail Volumes 

103,9 19,999 9 1,767,846 95,532,124 

79,215,956 38,870,004 59,703,685 

Customer 

Total 

506.650 506.650 

571.080 590.135 

I 4 I 

Flats I 24,704,043 1 52,897,842 I 35,828,439 
I I I 

Customer 1 479,134,992 I 508,411,769 I 500,423,407 
I I I 

Total I 583,054,991 I 600,179,615 I 595,955,531 

2 1V. FIRST-CLASS MAIL VOLUME FORECASTS 

3 

4 

Tables 2,3, and 4 compare Bank One’s Before and After Rates for Year 1, Year 

2, and Year 3 of the Agreement: 

5 
6 (Millions of Pieces) 

Table 2: Year 1 Before and After Rates First-class Mail Volume 

Mail T w e  Before Rates After Rates 

Solicitation 64.430 83.485 

Letters 29.387 48.442 i Flats 35.043 35.043 

7 

- 5 -  
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Solicitation 

Letters 

Flats 

Customer 

Total 

1 
2 

64.430 163.485 

29.387 128.442 

35.043 35.043 

506.650 506.650 

571.080 670.135 

3 

Mail Type 

Solicitation 

Letters 

Flats 

Customer 

Total 

4 
5 

Before Rates After Rates 

64.430 163.485 

29.387 128.442 

35.043 35.043 

506.650 506.650 

571.080 670.135 

6 

7 

8 

9 

10 

11  

12 

13 

14 

Table 3: Year 2 Before and After Rates First-class Mail Volume 
(Millions of Pieces) 

Mail Type I BeforeRates I AfterRates I 

A. Before Rates Volumes 

Based on Bank One’s relative stability in First-class Mail volumes and my own 

business judgment, I do not expect Year 1 Before Rates volumes to deviate significantly 

from our 2003 volumes. In the absence of the proposed NSA, Bank One would expect to 

mail approximately 571 million pieces of First-class Mail in 2004, consistent with but 

somewhat less than our 2003 volumes. I expect there to be 507 million pieces of 

customer mail and 64 million solicitations. To arrive at the Year 1 Before Rates, I used 

actual volumes from 2004 when available. For the rest of the year, I used Bank One’s 

- 6 -  
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mail volume forecasts for 2004 that were developed by our business managers and used 

in the ordinary course of business for Bank One’s planning. I needed to make a single 

downward adjustment to the solicitation forecasts to reflect the fact that historically, as 

the end of the budget year draws near and the pressure increases to reduce costs to make 

budget, our Marketing Department has shifted solicitation volumes from First-class Mail 

to Standard Mail for cost-saving reasons. Depending on market conditions, the state of 

the economy, and our response rates, this could easily occur again in the absence of an 

NSA. 

As to the Year 2 and Year 3 Before Rates volumes, I do not expect much 

deviation from Year 1 Before Rates volumes. If the cost of postage remains stable until 

2006, using mail as a marketing channel might become relatively less expensive than 

other channels. Assuming a general increase in postal rates in 2006, I expect mail to 

become a relatively more expensive marketing channel. All else being equal, our use of 

the mail through 2005 would increase and then decrease in 2006 after any such general 

rate increase. Modest account growth might also increase our use of mail. On the other 

hand, we, like all other banks, are concerned about and under pressure to reduce our 

costs. Suppressing paper bills by replacing them with electronic hills is one form of cost 

control. In light of these offsetting influences on volume, I forecast Before Rates 

volumes for Year 2 and Year 3 to be the same as Year 1 volumes. If anything, I believe 

that this outyear forecast may be optimistic. 
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B. After Rates Volumes 

Based on my business judgment and the historical trend in volumes discussed 

above, I estimate that if the NSA had been in place for all of 2004, Bank One would have 

at least met the 2004 First-class Mail solicitation volume forecasts. Thus, I forecast an 

After Rates volume increase for Year 1 of 19 million pieces. By Year 2, Bank One will 

have had time to adjust to the declining block rates in the NSA, and these rates will 

induce us to switch a considerable volume of solicitation mail from Standard Mail to 

First-class Mail. I expect Year 2 and Year 3 After Rates volumes to substantially exceed 

Year 1 After Rates volumes. I expect an additional 80 million pieces in Year 2 for a total 

difference of 99 million pieces between Year 2 Before Rates and Year 2 After Rates. I 

expect the same additional 80 million pieces in Year 3, relative to Year I ,  for a total 

difference of 99 million pieces between Year 3 Before Rates and Year 3 After Rates. 

While there may be some organic growth in our existing First-class Mail use for 

solicitation purposes, I have not relied on such growth in developing these forecasts. The 

projections assume that all new First-class Mail would be converted from Standard Mail 

V. ADDRESS HYGIENE 

Under the NSA, Bank One will meet or exceed all postal requirements for address 

hygiene. Bank One will run National Change of Address (“NCOA”) on existing 

customer files and on solicitation files every 90 days. In fact, once Bank One has 

converted to its new mailing platform, it will run NCOA every 60 days on all mail from 

BOCS. 

- 8 -  
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Our historical return rates have been as follows: For non-solicitation First-class 

Mail, including statements and letters, 0.3 percent were returned. For First-Class Mail 

letter solicitations, approximately 9 percent were returned, based on my experience when 

Bank One last used the Postal Service’s Address Correction Service (“ACS”). For First- 

Class Mail flat solicitations, approximately 11 percent were returned, but Bank One 

occasionally had return rates as high as 13 to 14 percent. I conservatively estimate 

similar return rates for 2004,2005, and 2006. 

VI. PROPOSED MERGER 

Bank One has announced plans to merge with J.P. Morgan Chase. At this time, 

however, Bank One has not received all of the necessary approvals for the merger, and 

the official closing date for the merger is not definite. This testimony thus does not 

include any J.P. Morgan volume data. The Bank One NSA contains language which 

addresses how integration of volumes from a merged entity would be handled should a 

merger be consummated. 

CONCLUSION 

Bank One believes that this NSA provides cost-savings to the Postal Service and 

strong incentives to Bank One to switch solicitations from Standard Mail to First-class 

Mail, thereby increasing the contribution that Bank One makes to the Postal Service’s 

institutional costs. 

- 9 -  



122 

Postal Rate Commission, Docket Number MC2004-3 
Declaration of Brad Rappaport 

R E C E ~ V E ~  

ZOOh SEf' 13 A 1 ~ 4 3  
I, Brad Rappaport, hereby declare, under penalty of perjury that: 

RATE COMM~SS~OM 
The direct testimony of Brad Rappaport on behalf of Bank One @W~@~WHE SECRETARY 
(BOC-T-I) in Docket Number MC 2004-3 was prepared by me under mY 
direction; and 

If I were to give this testimony orally before the Commission today, it would be 
the same. 

I, Brad Rappaport, further declare under penalty of perjury that: 

The responses to the various Interrogatories and The Presiding Officer's 
Information Requests that were addressed to me or which I have sponsored in 
this case, and which have been designed for inclusion in the record of this 
docket, were prepared by me or under my direction; and 

If I were to respond to these Interrogatories and The Presiding Officer's 
Information Requests orally before the Commission today, the responses would 
be the same. 

3A?a.&3) - 
Brad Rappaport ' 

Date September 10, 2004 
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ANSWER OF BANK ONE WITNESS RAPPAPORT 
TO INTERROGATORY APWU-BOC-TI -1 

APWUIBOC-TI-1: Appendix A, page 11 of USPS-T-1 shows that a substantial part of 
the ACS savings is due to the flat shaped marketing mail. What factors determine the 
use of flat shaped marketing mail instead of letter shaped marketing mail? BOC-TI-1 
Tables 1-4 indicate that you anticipate that the before rates volume of flat marketing 
pieces will be about 2 percent below the 2003 volume compared to a 30 percent decline 
between 2002 and 2003. What factors did you consider in forecasting the relatively 
small decline for 2003? Are volumes to date for 2004 in line with the before rates 
volume forecast of flat marketing mail? 

ANSWER: 

Bank One uses flats primarily to solicit Business Cards, credit cards issued to 

businesses. At this time, we believe that flats are the most cost-effective way of 

marketing this product. Although the volume of solicitation flats declined by about 30 

percent between 2002 and 2003, the volume in 2002 was more than double that of 

2001. In forecasting volumes for Year 1 Before Rates, I considered both historic 

volumes and marketing plans. Year to Date Volumes for solicitation flats are 

reasonably consistent with our forecast. 
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ANSWER OF BANK ONE WITNESS RAPPAPORT 
TO INTERROGATORY APWU-BOC-TI -2 

APWUIBOC-TI-2: The information provided in BOC-T-1 Table 1 and in response to 
OCNBOC-Tl-l(b) indicates that in 2002 there was a 30 percent increase in Bank One's 
Standard mail solicitation volume and a 12 percent decline in its First-class mail 
solicitation volume. In 2003, Bank One's Standard volume declined 35 percent while its 
First Class solicitation mail volume increased 4 percent. Do these two years represent 
"normal volatility" in Bank One's solicitation volumes or were there special 
circumstances that account for some of these growth differences? 

ANSWER: 

There may be some "normal volatility" in our year-to-year mailings; however, for 

a more complete perspective, please see my response to OCNBOC-TI-8. In that 

response, I note that there are many marketing channels other than mail, and that many 

marketing decisions are driven by economics and the costs of obtaining a new 

customer. To the extent that mail becomes increasingly less cost-effective relative to 

other channels, Bank One will be forced to turn to other channels 

In the 2003 Annual Report, Chairman and Chief Executive Officer James Dimon 

provided one explanation for the volume decrease from 2002 to 2003: 

We also developed successful new marketing channels that do not rely on 
direct mail, which is becoming increasingly more expensive and less 
effective. In 2003, for the first time, direct mail sales accounted for less 
than half our new accounts. Several partners, including Disney, Starbucks 
and Amazon, are using their Internet sites to allow customers to apply for 
cards. Perhaps the most innovative distribution channel is Avon's 600,000 
representatives who are now offering the Avon reward card to their 
customers. 

2003 Annual Reoort at 4-5 
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ANSWER OF BANK ONE WITNESS RAPPAPORT 
TO INTERROGATORY APWU-BOC-TI-3 

APWUIBOC-TI-3: What sort of activities is Bank One undertaking to increase its 
customers' use of electronic receipffpayment of bills? What sort of activities is JP 
Morgan Chase undertaking to increase its customers' use of electronic receiptlpayrnent 
of bills? Would this NSA prompt the combined company to reassess any of its activities 
in this area? 

ANSWER: 

Bank One has objected to this question on the grounds that it seeks proprietary 

information. Without waiving this objection, however, Bank One answers the question 

as follows: 

Both Bank One and J. P. Morgan Chase employ various methods to encourage 

customers to use electronic receipt and payment of bills. As a matter of business 

practice, we continually reassess costs. To the extent that the cost of sending 

payments increases relative to electronic payments, that provides an added incentive to 

encourage account holders to pay electronically. Implementation of an NSA discount 

would tend to have the opposite effect. 
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OCAIBOC-TI-1. In your testimony at pages 5 through 8 you provide forecasts for three 
years of First-class Mail volume and information for three years of historical volumes. 
The following data are requested in order to examine mailing trends as related to actual 
and forecasted volumes over an extended period of macroeconomic variability. 

(a) For First-class Mail, please provide Solicitation (Letters and Flats) and 
Customer mail volumes on a monthly basis from December 1995 through 
the present. 

Please provide Standard Mail volumes for mail used for customer 
solicitation on a monthly basis from December 1995 through the present. 

If the data requested above are not available, please explain why not 

(b) 

(c) 

Response to OCAIBOC-TI-1: 

(a) The historical volumes for First-class Mail contained in my testimony at 

pages 4-5 were derived from Postal Service records of mail volumes based on permit 

numbers. I provided the Postal Service with the Bank One permit numbers for 2000- 

2003, and the Postal Service obtained the First-class Mail volumes from their records. 

Because the Postal Service maintains records for this time period on an accounting 

period basis, not a monthly basis, the table attached to this answer (Attachment 

OCNBOC-TI-1 (a)) provides the requested volumes by accounting period, rather than 

by month. Note that the years in Table 1 of my testimony run from Postal Quarter 2 

through Postal Quarter 1 (approximately December through November) for consistency 

with Postal Service data systems. Before 2000, Bank One did not record distinct permit 

numbers, which would have allowed tracking of First-class Mail volumes. 

(c) As explained above, Bank One did not keep complete records of either 

volume data or permit tracking numbers before 2000. In addition, not all information is 

available on a monthly basis. 
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Attachment OCAIBOC-T%-l(a) 
(data in m8lIions) 

(detail may not add Io lola15 in Other lables Qlven Independent rounding) 
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TO OCA INTERROGATORY OCAIBOC-TI-1 (b) 

OCAIBOC-TI-1. In your testimony at pages 5 through 8 you provide forecasts for three 
years of First-class Mail volume and information for three years of historical volumes. 
The following data are requested in order to examine mailing trends as related to actual 
and forecasted volumes over an extended period of macroeconomic variability. 

(a) For First-class Mail, please provide Solicitation (Letters and Flats) and 
Customer mail volumes on a monthly basis from December 1995 through 
the present. 

(b) Please provide Standard Mail volumes for mail used for customer 
solicitation on a monthly basis from December 1995 through the present. 

(c) If the data requested above are not available, please explain why not. 

Response to OCAIBOC-TI -l(b): 

(b) Attachment OCA-BOC-TI-l(b) sets forth the requested Standard Mail 

volumes by month for 2002, 2003, and 2004. These are based on Bank One's internal 

records. However, Bank One did not maintain Standard Mail volumes by month for 

2000 or 2001. The attachment thus provides Standard Mail volumes on an annual 

basis for those two years 
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Attachment OCA-BOC-TI -l(b) 
(data in millions) 
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RESPONSE OF BANK ONE CORPORATION WITNESS RAPPAPORT 
TO OCA INTERROGATORY OCA/BOC-TI -2 

OCNBOC-TI-2. In your testimony at pages 5 through 6 you provide Before Rates and 
After Rates forecasts of mail volume. 

To what degree does the state of the economy (whether we are in a 
recession, whether better times are ahead, whether consumers are 
confident, trends in interest rates, etc.) affect the marketing of credit 
cards? Please address specific, relevant factors. 

Please provide the models, statistical analyses, estimating procedures, 
andlor other relevant quantitative documentation substantiating the 
forecasts andlor other relevant issues related to the proposed NSA. 

Please provide your understanding of the underlying factors that would 
cause Bank One to switch between Standard Mail and First-class Mail. 

Response to OCAIBOC-TI -2: 

(a) Numerous factors affect Bank One's marketing of credit cards, such as the 

costs of non-mail marketing channels and the actions of Bank One's competitors. The 

state of the economy is also a general factor, but it is not possible to distill out its effect. 

Because predictions about the anticipated state of the economy and the specific 

marketing actions of Bank One's competitors during the life of the proposed NSA are 

necessarily speculative, we have not assumed that these factors will materially change 

Bank One's marketing volume in either direction. Rather, we have quantified the 

anticipated volume-related effects of the rate changes offered by the NSA-the one 

variable that that is clearly within the Commission's control-while assuming that all 

other volume-influencing variables will held constant. 

(b) Bank One retained SLS Consulting, Inc. to provide input into Bank One's 

volume forecasts, and to test their reasonableness using publicly available data. Please 
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see the testimony of Lawrence G. BUC (BOC-T-2) for a detailed description of the 

models requested. 

(c) As described in the testimony of Mr. Buc (BOC-T-2), the decision whether 

to use Standard Mail or First-class Mail for marketing is based in large part on an 

economic cost-benefit analysis. For example, on the benefit side, changes in response 

rates or lifetime values of customers may affect the choice of mail class for marketing 

materials. Similarly, on the cost side, the relative cost of postage may affect the 

decision. If First-class rates of postage were exactly the same as Standard rates of 

postage, we would mail all of our solicitations as First-class Mail. At the other extreme, 

if the rate differential between First-class and Standard mail became large enough, we 

would mail all (or virtually all) of our solicitations as Standard Mail. In addition, practical 

considerations may affect the decision of whether to use First-class Mail or Standard 

Mail 

use less expensive channels, regardless of the economics. 

For example, at any point in time, Bank One could reduce marketing costs and 

2 
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TO OCA INTERROGATORY OCNBOC-TI-3 

OCAIBOC-TI-3. In your testimony at page 7, lines 19-20, you indicate that your 
forecasts Before Rates volumes for Year 2 and Year 3 may be optimistic. Please 
explain in detail why you believe the forecast to be optimistic. What degree of reliability 
do you ascribe to your forecast? 

Response to OCAIBOC-TI -3: 

On page 7 of my testimony, I described several factors that I considered in 

making my forecasts of the Before Rates volumes for Years 2 and 3. Those forecasts 

may be optimistic because the factors that would cause volume to decrease, such as 

paper suppression of bills and a rate increase in 2006, may well outweigh those factors 

that would cause volume to increase. This may be particularly true in the out years of 

the NSA. I have not determined the statistical measure of the reliability of the forecasts, 

which are based on historical volumes and my business judgment. 
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OCNBOC-TI-4. Please give the primary reasons that Bank One has solicited new 
credit card customers via Standard Mail rather than First-class Mail up to the present 
time. For the relatively small percent of solicitations of new credit card customers 
previously sought via First-class Mail, what were the primary reasons for choosing First 
Class? 

Response to OCAIBOC-TI -4.: 

For most solicitation mail, the anticipated incremental response rate ("lift") from 

using First-class mail does not justify the incremental cost over Standard Mail. For 

certain solicitation programs, a cost-benefit analysis may favor First-class Mail 

solicitations. Please see the testimony of Lawrence G. Buc (BOC-T-2) for a detailed 

explanation. 
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TO OCA INTERROGATORY OCNBOC-TI -5 

OCNBOC-TI-5. What are the primary factors that will cause Bank One to shift from 
Standard Mail solicitations to First-class Mail solicitations under the NSA? Please list. 
Wll First-class Mail continue to be more expensive than Standard Mail for solicitations, 
even under the NSA? Please discuss. 

Response to OCNBOC-TI -5: 

One of the primary factors that would cause Bank One to shift from Standard 

Mail solicitations to First-class Mail solicitations would be the declining block rate 

discounts under the NSA. Although First-class Mail will continue to be more expensive 

than Standard Mail, the discounts would reduce the cost differential. This in turn would 

induce a migration of some Standard solicitation volume to First-class mail. 
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OCAIBOC-TI-6. Generally, does Bank One receive returns of Standard Mail 
solicitations at the present time? 

(a) If so, describe the activities performed on returned Standard Mail 
solicitations. Does Bank One handle the returns or are returns processed 
by an outside entity? Please explain 

If not, does Bank One have concerns about how the Postal Service 
disposes of Bank One's Standard Mail solicitations? Please describe any 
concerns. 

(b) 

(c) Please describe, to the best of your knowledge, how the Postal Service 
disposes of Bank One's Standard Mail solicitations. 

Response to OCNBOC-TI -6: 

Bank One does not receive returns of Standard Mail. 

(a) Not applicable. 

(b) Bank One is not concerned about the return of the particular mailpiece 

containing a solicitation. It is concerned that these pieces be disposed of in a way that 

protects the personal information and privacy of customers and potential customers and 

that complies with all applicable laws and regulations. 

(c) I do not have personal knowledge of how the Postal Service disposes of 

undeliverable solicitations. To the best of my knowledge, the Postal Service deals with 

undeliverable Standard mail consistently with the concerns set forth in (b). I have not 

heard of any complaints, and I am unaware of any problems in this area at this time. 
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TO OCA INTERROGATORY OCNBOC-TI -7 

OCAIBOC-TI-7. Did Bank One provide information to the Postal Service that would 
allow the Postal Service to confirm the accuracy of the customer mail and solicitation 
mail volume figures set forth in your testimony at page 4, line 14, through page 5, line 
I ?  If so, please describe the information provided by Bank One to the Postal Service. 

Response to OCNBOC-TI -7: 

The volume figures came from the Postal Service itself. Bank One provided the 

Postal Service with its records of permit numbers, which the Postal Service used to 

determine the historical volumes in Table 1 of my testimony. 
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TO OCA INTERROGATORY OCNBOC-TI -8 

OCNBOC-TI-8. Please list the primary media used by Bank One to attract new credit 
card customers, e-g., direct mail, television ads, radio ads, newspaper ads, magazine 
ads, internet ads, telephone, placements in retail facilities. 

(a) 

(b) 

Please give approximate percentages of each type of medium used. 

Please describe how these percentages are likely to change if the Bank 
One NSA is recommended by the Commission. 

Response to OCAIBOC-TI -8: 

Other media channels that are widely used in this industry and by Bank One 

include telemarketing, Internet, on-site, and event marketing 

(a) The actual percentages of each type of media used by Bank One are 

highly sensitive and proprietary information However, Chairman and Chief Executive 

Officer James Dimon has explained in Bank One's 2003 Annual Report: 

We also developed successful new marketing channels that do not rely on 
direct mail, which is becoming increasingly more expensive and less 
effective. In 2003, for the first time, direct mail sales accounted for less 
than half our new accounts. Several partners, including Disney, Starbucks 
and Amazon, are using their Internet sites to allow customers to apply for 
cards. Perhaps the most innovative distribution channel is Avon's 600,000 
representatives who are now offering the Avon reward card to their 
customers. 

2003 Annual Report at 4-5. 

(b) Bank One's After Rates volumes do not assume any shift of solicitations 

from other media to the direct mail channel. If such a shift occurred, Bank One's After 

Rates volume estimates would be understated. 



138 

RESPONSE OF BANK ONE CORPORATION WITNESS RAPPAPORT 
TO OCA INTERROGATORY OCNBOC-TI -9 

OCAIBOC-TI-9. Please refer to your testimony at page 3, lines 6 - 8 

(a) With respect to solicitations of existing customers, does Bank One 
primarily send out such solicitations using Standard Mail or First-class 
Mail? Please explain. 

With respect to solicitations of noncustomers, does Bank One primarily 
send out such solicitations using Standard Mail or First-class Mail? 
Please explain. 

(b) 

Response to OCAIBOC-TI -9: 

(a) For direct mail solicitations to existing customers, Bank One primarily uses 

Standard Mail. At the current set of rates for First-class Mail and Standard Mail, 

Standard Mail is economically preferable for the majority of our customers. As 

discussed in my testimony (BOC-T-1) and the testimony of Lawrence 6. BUC (BOC-T- 

2), declining block rate discounts would provide an incentive to shift a considerable 

volume of mail to First-class Mail 

(b) For direct mail solicitations to non-customers, Bank One primarily uses 

Standard Mail. At the current set of rates for First-class Mail and Standard Mail, 

Standard Mail is economically preferable for the majority of our customers. As 

discussed in my testimony (BOC-T-1) and the testimony of Lawrence 6. Buc (BOC-T- 

2), declining block rate discounts would provide an incentive to shift a considerable 

volume of mail to First-class Mail. 
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Discover 

0.3 

9.3 

N/A 

RESPONSE OF BANK ONE CORPORATION WITNESS RAPPAPORT 
TO OCA INTERROGATORY OCABOC-TI-10 

Cap One 

1.2 

9.6 

N/A 

OCA/BOC-Tl-lO. Did Bank One provide information to the Postal Service that would 
allow the Postal Service to confirm the accuracy of the customer mail and solicitation 
mail volume return figures set forth in your testimony at page 9, lines 1 - 7? If so, 
please describe the information provided by Bank One to the Postal Service. 

Response to OCNBOC-TI -1 0 

Bank One's return rates were based on historical data. There is a strong 

similarity between Bank One's return rates and those the Postal Service used in the 

Capital One case and in the Discover NSA filing, as shown in the table below. 

Customer Mail 

Solicitations-Letters 

Solicitations-Flats 

Bank One 

0.3 

9 

11 

Sources: 

Bank One: MC2004-3, USPS-T-1 Appendix A.xls 

Discover: MC2004-4, USPS-T-1 -AppA.xls 

Cap One: MC2002-2, T3 Atta2.xls 
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OCNBOC-TI-11. Please refer to your testimony at page 9, lines 8-14 

(a) Please confirm that J.P. Morgan Chase has completed its purchase of 
Bank One Corp. If you do not confirm, please explain. 

Please provide the effective date of the purchase of Bank One Corp. by 
J.P. Morgan Chase. 

(b) 

ANSWER: 

(a) J.P. Morgan Chase and Bank One merged on July 1, 2004. The merged 

entity has adopted the name of J. P. Morgan Chase. The operations of the two 

companies are still in the process of being integrated. 

(b) See answer to part (a). 
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RESPONSE OF BANK ONE WITNESS RAPPAPORT 
TO OCA INTERROGATORY OCAIBOC-TI -12 

OCAIBOC-TI-12. Please refer to your testimony at page 9, lines 8-14. 

(a) Please confirm that J.P. Morgan Chase issues credit cards and offers checking 
account services. If you do not confirm, please explain. 

Please confirm that the credit card and checking accounts of J.P. Morgan Chase 
will generate eligible First-class customer account mail and solicitation mail, as 
described in 612.1 of Attachment A to the Postal Service’s Request containing 
proposed DMCS language implementing the Bank One NSA. If you do not 
confirm, please explain. 

(b) 

ANSWER: 

(a) Confirmed 

(b) Confirmed to the extent that Section 612.1 of Attachment A is subject to the 

provisions of Section 612.34(b), which requires that the discount threshold “be 

adjusted upward to add the volume of the merged or acquired entity for the 12 

months prior to the date the mail of the merged entity is first mailed through the 

threshold permit accounts.” 
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TO OCA INTERROGATORY OCNBOC-TI3 

(corrected August 27,2004) 

OCNBOC-TI-13. Please refer to your testimony at page 9, lines 8-14. 

(a) Please provide the following information with respect to the credit card and 
checking accounts of J.P. Morgan Chase: 

(i) 

(ii) 

Please provide for J.P. Morgan Chase a description and the volumes of First- 
Class Mail for the following: 

(i) credit card accounts; 

(ii) credit card solicitations; 

(iii) retail financial service accounts; 

(iv) 

(v) 

The number of credit card accounts; 

The number of retail customer accounts; 

(b) 

retail financial service solicitations; and, 

any other use of First-class Mail related to credit and banking products 
and services, except mail paid for at the single-piece rate. 

ANSWER: 

(a) (i) The 2003 Annual Report of J. P. Morgan Chase, at page 41, contains a 

table of statistics relating to "Chase Cardmember Services" and indicates there are 

30.8 million total accounts. 

(ii) The 2003 Annual Report of J. P. Morgan Chase, at page 42, provides 

the following information, under "Chase Regional Banking": "CRB [Chase Regional 

Banking] serves 326,000 small businesses, 433,000 affluent consumers and 2.6 million 

mass-market consumers." 

(b) (i) 219.6 million in 2003 
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(corrected August 27,2004) 

(ii) Total First-class Mail solicitation volumes in 2003 were 115.7 million. To the 

best of my knowledge, J.P. Morgan Chase's solicitation volumes are almost entirely for 

credit cards. 

(iii) 126.5 million in 2003 

(iv) See my response above to OCA/BOC-TI-l3(b)(ii) 

(v) I have classified all J.P. Morgan Chase First-class Mail volumes into the four 

above categories to the best of my ability. 
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TO OCA INTERROGATORY OCNBOC-TI -14 

OCAIBOC-TI-14. Please refer to your testimony at page 9, lines 8-14. What is the 
new first-year Discount Threshold for the merged J.P. Morgan Chase - Bank One 
entity? Please explain. 

ANSWER: 

Under section 612.34(b) of Attachment A to the Postal Service's Request, the 

discount threshold will be adjusted upward to add the volume of the merged or acquired 

entity for the 12 months before the date the mail of the merged entity is first mailed 

through the threshold permit accounts. That date is referred to as the date of 

integration. Because no date of integration has been set for any of the five categories 

of mail indicated in Article IV, Paragraph B, Section 1, Subsection d of the Bank One 

NSA, it is impossible at this time to determine the historical volume of mail for the 12 

months before the date of integration. Therefore, the adjusted level of the discount 

threshold upon integration also cannot be determined yet. 
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OCNBOC-TI-15. Please refer to Attachment F of the Request, which contains the 
NSA between the Postal Service and Bank One, Article IV. A. and B. Please discuss 
whether the by J.P. Morgan Chase qualifies under Paragraph A. or Paragraph B. of 
Article IV. 

ANSWER: 

The provisions of Article IV, Paragraph B of the Bank One NSA would apply. 
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TO OCA INTERROGATORY OCAIBOC-TI -16 

OCAIBOC-TI-16. Please refer to Attachment F of the Request, which contains the 
NSA between the Postal Service and Bank One, Article VII. Please confirm that Bank 
One has assigned its rights and responsibilities under the NSA to J.P Morgan Chase. 
If you do not confirm, please explain. 

ANSWER: 

By operation of law, Bank One’s rights and responsibilities under the NSA were 

assumed by J. P. Morgan Chase. 
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OCA/BOC-TI-17. Please refer to your testimony at page 9, lines 8-14. 

For Bank One, please provide the physical return rate for Standard Mail 
marketing letter mail. 

For Bank One, please provide the physical return rate for Standard Mail 
marketing flat mail. 

For J.P. Morgan Chase (JPMC), please provide the physical return rate for 
First-class operationallstatement letter mail. 

For JPMC, please provide the physical return rate for (i) First-class 
marketing letter mail, and (ii) Standard Mail marketing letter mail. 

For JPMC, please provide the physical return rate for (i) First-class 
marketing flat mail, and (ii) Standard Mail marketing flat letter mail. 

For the Bank One - JPMC merged entity, please provide the weighted 
average physical return rate for First-class operationallstatement letter 
mail. 

For the Bank One - JPMC merged entity, please provide the weighted 
average physical return rate for (i) First-class marketing letter mail, and (ii) 
Standard Mail marketing letter mail. 

For the Bank One - JPMC merged entity, please provide the weighted 
average physical return rate for (i) First-class marketing flat mail, and (ii) 
Standard Mail marketing flat letter mail. 

ANSWER: 

(a) Zero. Bank One does not receive returns of Standard Mail. Also, please 

see my response to Presiding Officer's Information Request No. 1, Question 1, which 

discusses past use of ACS for Standard Mail. 

(b) Zero. Bank One does not receive physical returns for Standard Mail 

marketing flat mail. 

(c) Less than 1% My best estimate is approximately 0.6%. 
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(d)(i) In 2003, it was approximately 4%. 

(d)(ii) Zero. J.P. Morgan Chase did not receive physical returns of Standard 

Mail. 

(e) (i)-(ii) To the best of my knowledge, J.P. Morgan Chase did not mail a 

material number of marketing mail flats. 

(9 Weighted based upon 2003 volumes, less than 0.5%. 

(g)(i) Weighted based upon 2003 volumes, approximately 6%. 

(g)(ii) Zero. Neither Bank One nor J.P. Morgan Chase receive returns of 

Standard Mail. 

(h)(i) 11%. Also, please see my response to Presiding Officer's Information 

Request No. 1, Question I(c), which indicates that Bank One's return rate for First- 

Class Mail flats has recently been running higher than 11 %. 

(h)(ii) Zero. Neither Bank One nor J.P. Morgan Chase receives returns of 

Standard Mail. 
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OCAIBOC-TI-18. Please refer to your response to OCNBOC-TI-l(b). Please provide 
the Standard Mail solicitation volumes separately for letters and flats for the same time 
period. 

ANSWER: 

Attachment OCA-BOC-TI -1 8 provides Bank One Standard Mail solicitation 

volumes separately for flats and letters for 2002, 2003, and year-to-date for 2004. The 

requested disaggregation is not available for earlier years. 
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Attachment OCAIBOC-TI-I8 
Bank One Standard Mail solicitation volume 
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OCAIBOC-TI-19. Please refer to your response to OCNBOC-TI-1 (a) 

(a) For JPMC, please provide the First-class customer mail and the First- 
Class solicitation (letters and flats, separately) mail volumes on a monthly 
basis from December 1995 through the present. 

For JPMC, please provide the Standard Mail solicitation (letters and flats, 
separately) mail volume on a monthly basis from December 1995 through 
the present. 

(b) 

ANSWER: 

Over the past few weeks, I have worked closely with a number of employees 

and consultants from the J.P. Morgan Chase side of the merged company to search for 

the requested mail volume information, and have compiled the mail volumes by month 

for the period from January 2002 to June 2004. This information is contained in 

Attachment OCA-BOC-TI -19.xls. Meaningful data are not available for 2001 and 

earlier years. 



Jan-04 34.3 12.7 
Feb-04 29.8 1.3 
Mar-04 28.7 0.6 
AprO4 29.0 11.4 
May-04 28.5 0.2 
Jun-04 29.4 0.0 

Ln 
N 

24.1 
12.1 
22.3 
28.9 
10.6 
7.4 
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(redirected to Bank One witness Rappaport) 
TO OCA INTERROGATORY OCAIUSPS-T-1-44 

OCAlUSPS-TI-44. Please reproduce Appendix A of USPS-T-1 for J.P. Moryari Chase. 

ANSWER: 

I have provided the Postal Service with several inputs needed to generate a 

model of Before Rates and After Rates volumes for Bank One and J. P. Morgan Chase 

combined, under the hypothetical (and unlikely) assumption that all J. P. Morgan Chase 

volumes would be integrated into the NSA on January 1, 2005 (the "Combined Model"). 

This hypothetical was developed to provide OCA with an illustration of the financial 

effect of integrating J. P. Morgan Chase volumes into the NSA. I emphasize, however, 

that full integration of J. P. Morgan Chase volumes into the NSA is unlikely to occur until 

well after that date. 

I provided the following inputs relating to J. P. Morgan volumes: (1) Before- 

Rates forecasts for First-class Mail for 2004, 2005, and 2006, (2) After-Rates forecasts 

for First-class Mail for 2005 and 2006, and (3) return rates for J. P. Morgan Chase 

solicitations. 

Because the Postal Service is assuming in this hypothetical that integration will 

not occur until the beginning of 2005, I did not provide an After-Rates forecast for First- 

Class Mail for 2004. Under the terms of the NSA, J. P. Morgan Chase's First-class Mail 

volumes are ineligible for discounts under the NSA until the Postal Service has 

approved the integration of those volumes into the NSA. In effect, J. P. Morgan 

Chase's Before-Rates and Afler-Rates volumes would be considered to be identical in 

2004. 
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(redirected to Bank One witness Rappaport) 
TO OCA INTERROGATORY OCAIUSPS-TI -44 

J. P. Morgan Chase volume forecasts are shown in Table 1. The Attachment to 

OCAIUSPS-TI -44 (Rappaport) provides the underlying calculations. 

Table 1 

J.P. Morgan Chase First-class Mail Volume Forecasts (in Millions) 

Mail Type 21 
~ 

... nia 1 --- i --- 

The 2004 customer mail volumes in Table 1 include actual volumes for 

December 2003 to June 2004 and forecasts through November 2004. (Because of 

differences between invoice and mailing dates, J. P. Morgan Chase's 2004 customer 

mail forecasts extend only through November 2004; using this "hybrid year" does not 

materially affect the analysis, however.) Because J. P. Morgan Chase does not yet 

have official 2005 and 2006 customer volume forecasts, I estimated customer mail 

volumes for 2005 and 2006 by applying the 2002-2004 annual growth rate 

(approximately 6.3 percent) to 2004 volumes. 

I believe that the 2005 and 2006 customer mail forecasts may overstate the 

number of pieces that qualify for discounts for at least two reasons. First, the forecasts 

do not specifically adjust for possible electronic diversion. J. P. Morgan Chase, like all 

financial institutions, is trying to convert customers from paper statements to electronic 

statements. As  ttiis trend grows. t-lectronic diversion could offset any growth in 
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(redirected to Bank One witness Rappaport) 
TO OCA INTERROGATORY OCAIUSPS-TI -44 

customer mail volumes. Second, growth in customer mail volumes is driven by growth 

in accounts. Under the terms of the NSA, growth in accounts co.uld trigger an upward 

adjustment to the volume threshold in 2006, which would reduce the number of pieces 

qualifying for discounts. 

To estimate 2004 Before-Rates First-class Mail solicitation letter volumes, I 

multiplied the ratio of First-class Mail solicitations to total solicitations from the January 

to June 2004 period by 2004 total solicitation volume estimates that were provided to 

me by J. P. Morgan Chase. These estimates were derived from the company's plans, 

which were used in the ordinary course of business to make a variety of business 

decisions , 

Then. I used a two-step process to develop Before-Rates and After-Rates First- 

Class Mail solicitation mail forecasts for 2005 and 2006. First, I projected 2005 and 

2006 volumes by applying the 2002 to 2004 annual growth rate (SIX percent) to J. P. 

Morgan Chase's total 2004 solicitation volumes. Second, I applied Bank One's 2005 

and 2006 ratios of First-class Mail solicitation letters to total solicitations (Before-Rates 

~ 6.1%: After-Rates - 15.4%) to J. P. Morgan Chase's total solicitation volume 

estimates for these years. Using Bank One's "First-Class Mail ratios" is appropriate 

because post-merger marketing decisions for the merged corporate entity will be the 

responsibility of a company-wide marketing department composed primarily of former 

Bank One marketing employees, and headquartered in Wilmington, Delaware. the 

home of the former Bank One marketing department. 
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(redirected to Bank One witness Rappaport) 
TO OCA INTERROGATORY OCAIUSPS-TI -44 

Finally, J. P. Morgan Chase's return rates of approximately 0.6 per cent for 

customer mail and approximately 4 per cent for First-class Mail solicitations were 

previously provided in response to OCAIBOC-TI-17. J. P. Morgan Chase's return 

rates for solicitation have been generally lower than Bank One's, in large part because 

of the different types of mailing lists targeted by the two banks. J.  P. Morgan Chase 

mailed a substantially higher percentage of its solicitations to its existing customers; 

Bank One mailed a higher percentage of its solicitations to prospective customers. 

Because mail to existing customers has much lower return rates than mail to 

prospective customers, J. P. Morgan Chase's return rates for solicitation were lower 

than Bank One's return rates. 



1 5 '1 

Attachment to OCAIUSPS-T1-44 (Rappaport) 

J.P. Morgan Chase First-class Mail Volume Projections (in Mill ions) 

Table 2. January to June 2004 First-Class Mail Solicitation Ratio (Volume i n  Mill ions 

Table 3 .  Annual Growth Rates and Outyear Volumes 

2(J02 .~.. 
358 1 
6 3% 

404.5 
2005 m-6: 

T a h l ~  4 Bank One 2005 and 2006 BR and AR Solicitation Ratios (Volumcs in Mill ions: 

Table 5 .  J P Morgan Chase 2004 BR and 2005 and 2006 BR and AR FCM Solicitation Volumes ( i l l  Mil l ions 
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First-class Mail 

To Customers 

To Non-customers 

RESPONSE OF BANK ONE WITNESS RAPPAPORT 
TO VALPAK INTERROGATORY VPIBOC-TI-1 

Standard Mail Total 

VPIBOC-TI-1. 

1 First-class Mail I Standard Mail 

Please refer to your testimony at page 3, lines 6-1 1, where you explain that Bank 
One uses both First-class Mail and Standard Mail to send approximately 1 billion 
solicitations each year. Please complete the table below, using either percentages or 
mail volumes, to clarify information about your solicitation mailings (not including what 
you call "customer mail" in Section H.B., used to communicate with existing clients about 
their accounts). 

Total 

2003 Solicitation Mailings I 

To Customers <50 'YO of total <50 % of total <50% of total 

Total I I 1 100Yo/l billion 1 

To Non-customers 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highl; 

<50 YO of total 250 % of total >50 YO of total 

proprietar 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

Total 1 <50 YO of total I >50 % of total I 100% of total 1 
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VPIBOC-TI -2. 

For solicitation mail sent to non-customers in 2003, approximately how many 
different mailing lists did Bank One use for: 

a. First-class Mail mailings? 

b. Standard Mail mailings? 

ANSWER: Bank One has objected to this interrogatory because it seeks highly 

proprietary information and is not reasonably calculated to lead to the production of 

relevant or admissible evidence. Notwithstanding these objections, Bank One provides 

the following answer: 

a. Bank One used hundreds of mailing lists for First-class Mail mailings in 

2003. 

b. Bank One used thousands of mailing lists for Standard Mail mailings in 

2003. 
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VPIBOC-TI-3. 

With respect to your response to preceding VPIBOC-TI-2, please indicate how 
many of the lists used for solicitation mailings to non-customers in 2003 were obtained 
directly by Bank One from each of the following sources: 

a. Independent list brokers. 

b. List owners. 

c. Other (please explain). 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant 01 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. A greater number of our lists were obtained from list brokers than 

from list owners. We also use lists from the three major credit bureaus. 

b. 

c. 

See response to part a. 

See response to part a. 
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VPIBOC-TI -4. 

a. In 2003, on how many occasions, or what percent of the time - if ever - did 
Bank One send a solicitation mailing to a list of non-customers more than once? 

Please explain briefly the circumstances under which Bank One used a list of 
noncustomers for more than one solicitation mailing. 

b. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. Bank One often sends a solicitation mailing to the same list of non- 

customers more than once. Bank One may make multiple mailings to the same list 

during the same campaign cycle. Or Bank One may obtain the same list several times 

for different campaigns over the course of a year or other extended period. 

b. See response to part a. 
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VPIBOC-TI -5. 

a. When Bank One rents a list of non-customers from an independent list broker, do 
the terms of the rental generally specify, or limit, the number of times that Bank 
One may use the list? Please explain. 

After Bank One has finished using a list of non-customers obtained from an 
independent list broker (Le., when it plans no further use of the list on its own 
behalf), please explain briefly what Bank One does with the list. For example, 
does Bank One simply destroy the list in its computers and then certify that it has 
erased it, or does it do something else with it? 

b. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. When Bank One rents a list of non-customers from an independent list 

broker, the terms of rental generally specify or limit the number of times that Bank One 

may use the list. 

b. Bank One purges lists from its computer databases in accordance with its 

agreements with list brokers. 
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VPIBOC-TI -6. 

a. When Bank One obtains a list of non-customers directly from a list owner, do the 
terms of the rental generally specify or limit the number of times that Bank One 
may use the list? Please explain. 

After Bank One has finished using a list of non-customers obtained directly from 
a list owner (Le., when it plans no further use of the list on its own behalf), please 
explain briefly what Bank One does with the list. For example, does Bank One 
simply destroy the list in its computers and then certify that it has erased it, or 
does it do something else with it? 

b. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. When Bank One obtains a list of non-customers directly from a list owner, 

the terms of the rental generally specify or limit the number of times that Bank One may 

use the list. 

b. After Bank One has finished using a list of non-customers obtained 

directly from a list owner @e., when Bank One plans no further use of the list on Bank 

One's own behalf), the information is usually purged from the computers. 
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VPIBOC-TI -7. 

If you obtain lists of non-customer prospects from sources other than list brokers 
or list owners, or maintain an internal list of non-customer prospects, please explain 
your procedures in acquiring, using, and updating such lists. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

Bank One obtains mailing lists from credit bureaus for pre-approved offers of 

credit. All names on a mailing list are routinely run against NCOA before the mailing is 

sent out. 
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VPIBOC-TI -8. 

Please refer to the Postal Service request, Attachment F, item 11-B, that states, 
inter alia, "[iln exchange for waiver of ACS fees, Bank One agrees to update its 
databases within 7 business days and use the information in future marketing 
campaigns." 

a. 

b. 

C. 

d. 

e. 

Please give your interpretation of the term "databases" as that term is used in the 
above-cited sentence. In particular, please explain the extent to which (if any) 
this sentence applies to a list of non-customers that Bank One may in the future 
rent for a First-class solicitation mailing. Further, if this sentence applies in any 
way to lists of non-customers that Bank One may in the future rent for Standard 
Mail solicitation mailings, please explain fully what Bank One will do to update 
such lists. 

Please explain what the above-cited sentence means with respect to the 
electronic address corrections for Undeliverable as Addressed ("UAA") mail that 
Bank One will receive under terms of the negotiated service agreement ("NSA). 

Does the above-cited sentence, or any other term in the NSA, obligate Bank One 
to use the electronic address corrections for UAA mail which it will receive to 
update every list of non-customers that Bank One uses for a First-class 
solicitation mailing? 

Unless your answer to the preceding part c is an unqualified affirmative, please 
explain what use(s), if any, will Bank One have for electronic address corrections 
for UAA mail that apply to lists of non-customers. 

To the extent that Bank One does not have any use for address corrections 
(electronic or otherwise) to update mailing lists of non-customers, please provide 
a full explanation concerning what value such address corrections have for Bank 
One. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 
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a. The term "databases" as used in the cited sentence comprises the list or 

lists of all individuals and addresses maintained by Bank One for use in generating 

solicitation mailing lists. When Bank One receives notification from ACS that an 

address is stale or otherwise invalid, an entry will be placed in the databases to ensure 

that the address is purged from any future solicitation mailing. This process will ensure 

that Bank One will not use the address again even if it is included in other existing Bank 

One lists, or in other lists purchased, rented or otherwise acquired by Bank One in the 

future. 

b. The address correction information will be added to Bank One's 

database(s) to flag the address for purging from future solicitation mailings. See also 

response to part a. 

c. 

d. 

e. Not applicable. See responses to parts a and b. 

See responses to parts a and b. 

See responses to parts a and b 
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VPIBOC-TI -9. 

Please assume that, after the proposed NSA is in place, Bank One has sent a 
substantial solicitation mailing to a rented list of non-customers, and received from the 
Postal Service electronic address corrections for UAA mail equal to 10 percent of the 
names on the list. 

a. 

b. 

C. 

d. 

Does Bank One have any mechanism, or plans for any mechanism, by which it 
will transmit the corrected list (or the corrections) back to the list broker, to the list 
owner, or to whomever was the source of the list? If so, please give a general 
description of what the mechanism is, and how that mechanism works. 

For lists of non-customers that Bank One uses for First-class solicitation 
mailings, please describe all feedback that Bank One plans to give to the source 
of the list (e.g., list broker, list owner) regarding the electronic address 
corrections for UAA mail that it will receive under the terms of the NSA. If Bank 
One has plans to provide the list source with any feedback, please so state. 

If the electronic address corrections for UAA mail generated under the proposed 
NSA are never incorporated into a subsequent mailing, of what value are the 
electronic address corrections to Bank One? 

Would you presume that unutilized electronic address corrections have value to 
the Postal Service? Please explain fully any affirmative answer. 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. No. 

b. To the best of my knowledge, there are no plans to provide such 

feedback. 
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c. This question is not applicable because address correction information will 

be used to improve the quality of addresses used in subsequent mailings by Bank One 

itself. 

d. I do not make this assumption. See my response to part c above, as well 

as the response to VP/BOC-T1-8(b) for how information will be used. 
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VPIBOC-TI -1 2. 

a. During 2003, did Bank One request any kind of optional physical return or return 
information for any of its Standard Mail solicitations that were Undeliverable as 
Addressed ("UAA") and non-forwardable? Please explain any answer that is not 
an unqualified negative, and indicate the extent to which Bank One used such 
optional endorsements on its Standard Mail solicitations. Also, please indicate 
the amount of any extra fees that Bank One paid as a result of using such 
endorsements. 

During 2003, did Bank One request forwarding service for any of its Standard 
Mail solicitations that might be UAA? Please explain any answer that is not an 
unqualified negative, and indicate the extent to which Bank One used such 
optional endorsements on its Standard Mail solicitations. Also, please indicate 
the amount of extra fees that Bank One paid the Postal Service as a result of 
requesting forwarding service for any of its Standard Mail solicitations. 

b. 

ANSWER: 

a. No. 

b. No, 
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VPIBOC-TI -1 4. 

a. 

b. 

C. 

d. 

e. 

Please explain why Bank One would need address correction service for its First- 
Class solicitation mail, when it does not need address correction service for its 
Standard Mail solicitations. 

Please explain all ways in which Bank One utilized information from its First- 
Class solicitation mail that was returned physically (or manually) during 2003. 
That is, did it use returned mail pieces to cwrect its solicitation mail lists? If not, 
what did Bank One do with returned mail? 

During 2003, for how long a period, on average, did Bank One retain returned 
solicitation mail before it was disposed of? 

Assuming that the proposed Negotiated Service Agreement ("NSA) is approved 
and implemented, please explain all ways in which Bank One plans to utilize the 
electronic return information that it will receive under the NSA. 

After the electronic information is utilized in whatever manner you described in 
your response to preceding part d, please explain (i) how long Bank One 
anticipates retaining such electronic data, and (ii) what other plans, if any, Bank 
One has for utilizing such electronic data (e.g., sharing the information with list 
providers). 

ANSWER: 

Bank One has objected to this interrogatory because it seeks highly proprietary 

information and is not reasonably calculated to lead to the production of relevant or 

admissible evidence. Notwithstanding these objections, Bank One provides the 

following answer: 

a. 

rather than "need". The Postal Service and Bank One negotiated an agreement with 

ACS provisions for First-class solicitation mail. We did not negotiate such an 

agreement for Standard Mail. 

Bank One's decision on address correction service is an issue of economics 
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b. 

address hygiene. 

c. 

mail. 

d. 

e. (i) See (d)above. 

Bank One uses information from returned First-class solicitation mail to improve 

Once we have captured the relevant address information, we do not retain the 

Bank One uses electronic return information to improve its address hygiene. 

(ii) 

providers. 

We currently have no plans to share the electronic information with list 
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VPIBOC-TI-15. 

The Bank One NSA provides that a material change in the Domestic Mail Classification 
Schedule ("DMCS") or the Domestic Mail Manual ("DMM") "that affects the basic 
structure of this agreement or changes the benefits of the arrangement" occurs, each 
party may terminate the agreement, without penalty. (Section V.F.5.) 

a. Do you believe that if the Postal Service were to propose successfully to the 
Commission that the price of electronic address correction would be reduced by 
any amount, or that any charge is imposed for physical return of commercial 
First-class Mail, that the Postal Service could terminate the agreement without 
penalty under this clause? Please explain your answer. 

Do you believe that if the Postal Service were to propose successfully to the 
Commission the creation of a First-class bulk subclass, that the Postal Service 
could terminate the agreement without penalty under this clause? Please explain 
your answer. 

b. 

ANSWER: 

a. 

electronic address correction would be reduced, the size of the charge (if any) imposed 

for physical return, the position of the USPS on whether these changes would be 

sufficiently material to qualify under Section V.F.5 of the NSA, whether Bank One would 

agree, and (if the parties disagreed) how the matter would ultimately be adjudicated 

Since the question fails to specify any of these assumptions, I am unable to answer it. 

b. The answer depends on, among other things, the particular eligibility 

requirements for the subclass, the nature and magnitude of the rate differential(s) 

behveen the subclass and other First-class mail, whether the Postal Service would 

regard such a development as sufficiently material to qualify under Section V.F.5 of the 

NSA, whether Bank One would agree, and (if the parties disagreed) how the matter 

The answer depends on, among other things, the amount by which the price of 
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would ultimately be adjudicated. Since the question fails to specify any of these 

assumptions, I am unable to answer it. 
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QUESTION 1 

1. Please refer to BOC-T-1 at page 9, lines 1-7 and the response to OCA/BOC-TI-10. 
Witness Rappaport bases his estimated return rates for Bank One solicitations "on 
[his] experience when Bank One last used the Postal Service's Address Correction 
Service (ACS)." 

a) Please provide the following information on Bank One's use of Address 
Correction Service for First-class Mail solicitations for both letters and flats: 

I. Identify the time period over which the service was used; 
ii. Identify the time period upon which Witness Rappaport based his 

estimates; 
111. Identify the date the service was last used; and 
iv. If the service is no longer used, describe the reasons for discontinuing use 

of the service. 

... 

b) Please identify the source of the data upon which witness Rappaport based his 
return rate estimates (e.g., written records, written compilations of data, personal 
recollections, etc.). If based on written records or compilations of data, please 
provide this information (or a detailed summary of this information). 

c) Please identify any changes in the nature of Bank One's recent First-class Mail 
solicitations that may have affected return rates as compared to the mail upon 
which witness Rappaport based his estimates. Also please explain any 
adjustments incorporated into witness Rappaport's estimates to account for such 
changes. 

ANSWER OF BANK ONE WITNESS RAPPAPORT: 

1 (a). (i) 

based on its use of ACS for Standard Mail letters, which was used from 1997 through 

For letters, Bank One's experience from Address Correction Service was 

May 2001. For flats, the experience is based not on ACS, but rather on scanning 

returns in 2002 

(ii) My estimates for letter return rates are based on the time period 2000 to 

May 2001 

(iii) Bank One last used ACS in May 2001 
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QUESTION 1 

(iv) Bank One stopped using ACS because the economics for participating in 

the ACS program no longer applied. 

1 (b). Although I kept spreadsheets with data on returns and mailings while Bank One 

was using ACS, under our corporate records retention policy, I have not retained these 

spreadsheets. My estimates are thus based on my personal recollection of these data. 

1 (c). For flats, Bank One’s return rates have recently been a little higher than 11 

percent. On the other hand, for letters, a greater proportion of my First Class solicitation 

mail is currently sent to customers rather than to prospects, which might have the effect 

of decreasing the return rate. I anticipate that this NSA will provide incentives to move 

to First-class Mail more of the solicitations sent to prospects. 

3 
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1 .  Refer to BOC-T-I, page 5, Table 1. Please provide the historical First-class Mail 
volumes of JP Morgan Chase for the same years and mail types shown in 
Table 1. 

ANSWER of Bank One Witness Rappaport: 

Historical First-class Mail Volumes-J. P. Morqan Chase 

{millions of pieces) 

Letters unavailable 178.8 

Flats unavailable 
~ ~~p____ ~~~~~~ . 

317.0 346.0 

Total 458.3 
~~~~~~ ~~ 

Please see also the response to OCA/BOC-T-1-19, which provides further information 



ANSWER OF BANK ONE WITNESS RAPPAPORT TO 
PRESIDING OFFICER’S INFORMATION REQUEST NO. 2, QUESTION 2 

2.  Refer to BOC-T-I, page 5, Table 1. Has JP Morgan Chase used Address 
Correction Service for marketing First-class Mail during (or subsequent to) the 
years shown in Table I ?  If so, please provide the following information. 

a) Identify the time period over which the service was used; 

b) Identify the date the service was last used; 

c) If the service is no longer used, describe the reasons for discontinuing use 
of the service; 

d) 

e) 

Identify the volume of mail using Address Correction Service; and 

Identify the amount of Address Correction Service fees paid. 

ANSWER of Bank One Witness Rappaport: 

No. 

(a) - (e). Not applicable. 
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PRESIDING OFFICER’S INFORMATION REQUEST NO. 2, QUESTION 3 

3. Refer to BOC-T-1, page 5, Table 1. Has JP Morgan Chase used Address 
Correction Service for Standard Mail during (or subsequent to) the years shown 
in Table I ?  If so, please provide the following information. 

a) Identify the time period over which the service was used; 

b) Identify the date the service was last used; 

c) If the service is no longer used, describe the reasons for discontinuing use 
of the service; 

d) 

e) 

Identify the volume of mail using Address Correction Service; and 

Identify the amount of Address Correction Service fees paid 

ANSWER of Bank One Witness Rappaport: 

No. 

(a) - (e). Not applicable 
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AUTOBIOGRAPHICAL SKETCH 

My name is Michael K. Plunkett. I have worked for the Postal Service in various 

capacities for the past 20 years. From 1984 to 1990 I held a number of positions in 

delivery and customer service operations. In 1990 I entered the Postal Service's 

Management Intern program, where I performed a series of short-term assignments in 

several different functional specialties, both in the field and at headquarters. Upon 

leaving the Intern program I was hired as an economist in the office of Budget and 

Financial Analysis. Subsequently I worked as an economist in the office of Pricing from 

1998 through 2000. After leaving the Pricing organization I worked as the product 

manager for the Postal Service's Mailing Online service, and later as the Associate Vice 

President of Business Development. I am currently serving as manager of Pricing 

Strategy. 

I have testified before the Postal Rate Commission on several previous 

occasions. In Docket No. MC97-1, I presented pricing testimony supporting an 

experimental packaging service. In Docket No. MC98-1, I provided pricing testimony in 

support of Mailing Online, and in Docket No. MC2000-2, I was the pricing witness in the 

Mailing Online experiment case. I also provided policy testimony in the same docket. 

In previous omnibus cases I have presented pricing testimony supporting Parcel Post, 

Express Mail, and various special services. I was a policy witness in Docket No. 

MC2002-2 (Negotiated Service Agreement with Capital One), which marked the Postal 

Service's first Negotiated Service Agreement filing with the PRC. I also served as a 

23 rebuttal witness in that docket. 
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I have an honors degree in economics and a bachelor's degree in finance from 

Pennsylvania State University. I also earned a master's degree in business 

administration from the Wharton School at the University of Pennsylvania. 
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1. PURPOSE AND SCOPE OF TESTIMONY 

The purpose of my testimony is to describe and analyze the policy and business 

considerations that support the Postal Service's negotiated service agreement (NSA) 

with Bank One Corporation (Bank One). The Bank One NSA is submitted as 

functionally equivalent to the Docket No. MC2002-2 baseline NSA with Capital One. 

Thus, in accordance with 39 C.F.R. § 3001.196, my testimony will include a detailed 

explanation of how the Bank One NSA is functionally equivalent to the baseline 

agreement and will describe the differences between the Bank One NSA and the 

baseline agreement. My testimony will also analyze the financial impact of the NSA on 

the Postal Service over the three year duration of the agreement, the fairness and 

equity of the NSA in regard to other users of the mail, and the fairness and equity of the 

NSA in regard to the competitors of the parties to the NSA. Finally, I will also explain 

why functionally equivalent NSAs are important to the business goals of the Postal 

Service. 

My testimony will show that (1) the Bank One NSA primarily rests on the same 

substantive functional elements as the Capital One NSA and provides comparable 

benefits; (2) Bank One is similarly situated to Capital One, and therefore this NSA has a 

comparable competitive impact; and (3) the Bank One NSA conforms to the relevant 

pricing and classification criteria of the Postal Reorganization Act. The testimony will 

explain how the Bank One NSA will improve the financial position of the Postal Service. 

In addition, the Postal Service relies on the Direct Testimony Of Brad Rappaport 

On Behalf Of Bank One Corporation (BOC-T-1). I have reviewed Mr. Rappaport's 
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testimony, and affirm that it may be relied upon in presentation of the Postal Service's 

direct case. 

Appendix A to my testimony presents the model that calculates the financial 

impacts of the Bank One NSA. This model reproduces the calculations provided in the 

Docket No. MC2002-2 testimony of Witness Crum (USPS-T-3 Attachments (I),  (Z), and 

(B)). Appendix B explains the similarities and differences of both models. It is important 

to note that the underlying principles for calculating Postal Service contribution in the 

new format remain the same. Appendix C contains the proposed Data Collection Plan, 

which is based on the Data Collection Plan recommended by the Commission in Docket 

No. MC2002-2, the baseline docket. 

II. THE IMPORTANCE OF NSAs AND FUNCTIONALLY EQUIVALENT 
AGREEMENTS 

A. 

In Docket No. MC2002-2, the Commission found that, when the concepts 

underlying negotiated pricing and declining block rates are applied fairly, benefits can 

accrue, not only to the customer and to the Postal Service, but also to all other postal 

customers. As Postal Service witness Bizzotto pointed out in that case, the Postal 

Service considers negotiated pricing a natural extension of its long-standing practice of 

seeking innovations in pricing. Docket No. MC2002-2, USPS-T-1 at 2-5. Used 

appropriately, negotiated pricing facilitates incentives for additional mail volume that 

benefit the Postal Service, its business partners, and all users of the Postal Service 

through the additional contribution to institutional costs provided by additional volumes. 

Given the economic pressures described below, NSAs represent one tool that can help 

Background and Strategic Advantages of NSAs 
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to mitigate the risk that continued erosion of First-class Mail volume will lead to higher- 

than-necessary rate and fee increases in the future. 

In its opinion in Docket No. MC2002-2, the Commission also concluded that the 

“Postal Service should ensure that ‘[tlhe negotiated rate-and-service package is made 

available on the same terms to other potential users willing to meet the same conditions 

of service.” PRC Op., Docket No. MC2002-2,17004. To address this concern in the 

Capital One case, the Postal Service, Capital One, OCA, and many intervenors entered 

into a stipulation and agreement that identified the terms and conditions that must be 

included for an agreement to be considered comparable to Capital One. The Postal 

Service codified these elements in DMM G911. The Bank One NSA meets these 

criteria and affirms the Postal Service’s commitment to extend the Capital One NSAs 

terms and conditions to other mailers 

B. The Importance Of Functionally Equivalent NSAs to the Postal 
Service 

Functionally equivalent NSAs are important to the Postal Service because they 

extend the benefits of favorable baseline agreements to similar relationships with other 

customers. The Commission’s procedural framework for functionally equivalent cases 

promises to ensure that this objective can be achieved efficiently in an expedited 

proceeding, where controversy and duplication of effort can be minimized. These 

procedural goals, in turn, support the related objectives of minimizing the transaction 

costs involved in pursuing NSAs, reinforcing the financial incentives embodied in NSAs, 

and thereby promoting a viable and productive NSA process. 

Expedited litigation and subsequent implementation of the changes proposed in 

this case would benefit both the Postal Service and Bank One under the specific terms 
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of the Bank One NSA. If the proposed changes are recommended and approved, the 

Postal Service would realize immediate benefit from the agreement in terms of ACS 

savings. If this case, however, were to be litigated as a baseline NSA under the 

Commission’s rules, the protracted proceedings would only delay the Postal Service’s 

ability to capture the ACS savings. From the customer’s perspective, furthermore, 

lengthy litigation would result in higher transaction costs, as well as delayed business 

benefits. For very large mailers, this cost might be easily absorbed within the expected 

benefit of the NSA, but for smaller mailers this cost can become prohibitive, in effect 

lowering the customer’s valuation of the NSA, perhaps making it economically 

undesirable. Moreover, lengthy proceedings would add risk that the business 

environment might change in such a way that neither the Postal Service nor Bank One 

could take advantage of the NSA. 

In the Docket No. MC2002-2 baseline case, considerable attention was focused 

on the risks associated with declining block rates. Postal Service witness Panzar 

addressed the technical risks associated with non-linear pricing, and the OCA focused 

on the risks inherent in providing volume-based incentives in a future period. A number 

of participants suggested various mechanisms for mitigating these risks, implying that 

the risk of change might be greater than the risk of doing nothing. Recent volume 

trends, however, particularly in First-class Mail, suggest the opposite. 

Competition from electronic alternatives, increasing cost pressure on business 

customers, and a recent period of economic sluggishness have contributed to a 

flattening of demand for First-class Mail over the last several years. At the same time, 

household growth continues to lead to expansion of the Postal Service’s delivery 
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network. While productivity gains have been remarkable, there continues to be 

pressure on the Postal Service to come up with ways to continue to fund its large and 

growing universal service obligation. In the absence of new ways for the Postal Service 

to generate additional volumes and revenues, USPS customers will likely be asked to 

absorb higher price increases in the future. 

In this environment, the Postal Service considers the ability to negotiate 

individual price agreements that are consistent with the Act, and to implement them 

through rate and classification changes, to be of critical importance. Procedures linking 

favorable baseline agreements with their functionally equivalent offspring will help to 

ensure that the benefits of baseline agreements can be efficiently extended to similar, 

but distinct, relationships with other mailers. Promoting functionally equivalent NSAs 

will also mitigate the concern that a baseline NSA might have adverse competitive 

impacts. 
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111. THE BANK ONE NSA IS FUNCTIONALLY EQUIVALENT TO THE CAPITAL 
ONE NSA 

The Bank One NSA fully meets the guidelines outlined in the Commission's 

Order No. 1391 (RM2003-5) for functionally equivalent NSAs. The Bank One NSA 

contains the same functional elements as the Capital One baseline NSA (Le., declining 

block rates and address correction elements, Order No. 1391 at 50), and will produce 

comparable benefits for the Postal Service. Any differences between the Bank One 

NSA and the Capital One NSA do not detract from Bank One's status as functionally 

equivalent. 
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A. The Bank One NSA Contains the Same Two Functional Elements as the 
Capital One NSA 

The Bank One NSA rests on the same substantive functional elements as the 

Capital One NSA. First, as in the Capital One agreement, the Postal Service's 

agreement with Bank One calls for the implementation of discounts in the form of 

declining block rates. According to the schedule outlined below, the discounts are 

applied only to incremental volume above the negotiated threshold. In other words, no 

discount would be applied to the first 535 million pieces, a discount of 2.5 cents would 

be applied to the next 25 million pieces, etc.: 

VOLUME BLOCK INCREMENTAL DISCOUNTS 

535,000,001 - 560,000,000 2.54 

560,000,001 - 585,000,000 3.0$ 

585,000,001 - 610,000,000 3.5# 

610,000,001 - 645,000,000 4.0$ 

645,000,001 - 680,000,000 4.54 

680,000,001 and above 5.0$ 

Considering these discounts and the testimony of witness Rappaport regarding the 

volume response of Bank One to the proposed discount structure (BOC-T-1 at 6-8), the 

Postal Service expects Bank One's use of First-class Mail for solicitations to increase, 

resulting in additional contribution to the Postal Service. 

Second, as with the Capital One NSA, the Bank One agreement also contains an 

address correction element, which creates further cost savings for the Postal Service. 

Bank One has agreed that the Postal Service can convert the physical return of its 

undeliverable-as-addressed (UAA) First-class Mail marketing mailpieces into electronic 
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address correction information through the computerized ACS system. It is the same 

ACS system that was described more fully in the testimony of Postal Service witness 

Wilson in Docket No. MC2002-2. USPS-T-4 at 2-7. 

B. The Bank One NSA Provides the Postal Service a Comparable Benefit 

In discussing the NSA rules governing functionally equivalent agreements, the 

Commission would go beyond an evaluation of the functional elements and examine 

whether the agreement provides a comparable benefit to the Postal Service. PRC Order 

No. 1391 at 51. As an example, the Commission stated that an agreement that is 

functionally equivalent to Capital One would need to have ACS cost savings. The ACS 

cost savings that will result from the Bank One NSA are significant since over nine 

percent of its marketing First-class Mail volume is currently physically returned. See 

BOC-T-1 at 9. Also, as in Capital One, the Bank One NSA will generate contribution 

from new First-class Mail volume switched from Standard Mail. Appendix A, page 1, 

1 0 , l l .  

C. Other Terms and Conditions of the Bank One NSA 

The Bank One NSA incorporates other terms and conditions found in the Capital 

One NSA. The agreement waives the seal against postal inspection of mail; requires 

Bank One to prepare mail under applicable standards and to enhance its address 

management practices; includes a minimum payment; and contains a provision for Bank 

One to make necessary records and data available to the Postal Service to facilitate 

and monitor compliance. !t also enables the Postal Service to cancel for failure by the 

mailer to either provide accurate data, to present properly prepared and paid mailings, 
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to comply'with a material term of the NSA, or to use the NSA. See Request; 

Attachment F. 

D. Differences Between the Capital One and Bank One NSAs 

By their nature, individual service relationships with the Postal Service reflect the 

inherent differences among mailers. The ability to develop a customer-specific NSA 

allows the Postal Service to address these differences directly, and to develop an 

agreement that best satisfies the needs of an individual customer and the Postal 

Service. By improving overall revenue contribution to the Postal Service, such 

agreements in turn benefit all postal customers. 

Because Bank One's volumes are different from those of Capital One, the exact 

declining block rates in the Bank One NSA do not match those in the Capital One NSA. 

The thresholds, incremental blocks, and starting discounts are unique to the Bank One 

NSA. However, the discount structure remains the same as in the Capital One NSA, 

and it represents a negotiated agreement between the customer and the Postal Service. 

In addition, the Bank One NSA incorporates two customer-specific terms and 

conditions not found in the Capital One NSA: an annual adjustment mechanism to the 

threshold, and a detailed mergers and acquisitions clause. As explained below, neither 

term alters the functionally equivalent status of the Bank One NSA. 

The first customer-specific term is the annual threshold adjustment. In general, 

NSAs patterned after Capital One are intended to increase First-class Mail marketing 

volumes, among other objectives. However, statement volume growth could have the 

unintended consequence of diminishing the incentives for new marketing mail volume. 

The annual threshold adjustment protects against this contingency, and also mitigates 
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against greater discount exposure (leakage), by adjusting the thresholds in the years 

following the first year of the agreement (the out-years), using a formula based on the 

percentage change in the sum of the number of Bank One's credit cards and checking 

accounts. If the percentage change is an increase or decrease of greater than 5 

percent, the threshold shall be adjusted upward (in the event of an increase) or 

downward (in the event of a decrease) by the difference between the percentage 

change and 3 percent. For example, if Bank One's credit card and checking accounts 

increase from 100 million to 106 million, which correlates to a 6 percent increase, then 

the threshold would be adjusted upwards 3 percent. If the number of accounts 

increases by less than 5 percent, there would be no adjustment to the annual threshold. 

The 5 percent trigger for adjusting the threshold allows for limited variability in 

statement mailings and provides protection to both parties. Based on the logical 

correlation between number of credit card and checking accounts and statement 

volume, the NSA allows the Postal Service to adjust the discount threshold upward, so 

that exogenous factors do not result in discounts being provided to statement mail or in 

diluting the incentives directed at marketing mail. By the same token, should account 

volume drop, the annual threshold adjustment can be used to adjust the discount 

thresholds downward, so that the NSA continues to provide realistic incentives for 

marketing mail. 

The second customer-specific term is the detailed mergers and acquisitions 

clause. The mergers and acquisitions clause in the Capital One NSA has been 

expanded to provide more detail relating to the integration of merged volumes. It also 

has a provision to accommodate portfolio purchases, losses and sales. Both 
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modifications are in response to Bank One's customer-specific needs. As witness 

Rappaport states in his testimony, (BOC-T-1 at 9), Bank One has announced plans to 

merge with J.P. Morgan Chase. Thus, the expanded merger clause has been designed 

to adjust for this possibility. 
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IV. Financial Impacts 

A. Value FactorslElements 

As with the Capital One NSA, the Bank One NSA has three factors affecting the 

value: ACS cost savings, new volume contribution, and discount exposure (leakage). 

The ACS cost savings are the savings that accrue to the Postal Service from eliminating 

the physical return of First-class Mail marketing pieces with an electronic return notice. 

Rather than having its undeliverable-as-addressed (UAA) marketing pieces physically 

returned, Bank One has agreed to receive most address correction information 

electronically through the computerized ACS system. Conversion to ACS would save 

the Postal Service the cost of returning UAA mail back to Bank One through the mail 

stream. Bank One has agreed to convert both its letter-shaped and flat-shaped 

solicitations to ACS. Because flats are more expensive to return, the ACS unit cost 

savings for flats are higher than for letters. Whether handling letters or flats, the ACS 

system is as described in the testimony of Postal Service witness Wilson in Docket No. 

MC2002-2, USPS-T-4 at 3-4. 

The second stream of value for the Postal Service is the new volume contribution 

from any new volume generated by the NSA. This contribution is calculated using the 

23 following inputs: per piece contribution of First-class Mail, per piece contribution of 
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Standard Mail, and percent of marketing mail converted from Standard Mail to First- 

Class Mail. 

As Bank One witness Rappaport explains, the price incentives in the NSA are 

expected to produce a First-class Mail volume response of 19 million pieces for the first 

year of the agreement and 99 million additional pieces in Year 2 and Year 3. BOC-T-1 

at 8. The new contribution must account for any substitution leakage that would result 

from the loss of contribution from Standard Mail pieces converted to First-class Mail 

marketing pieces. To be conservative, witness Rappaport has estimated that 100 

percent of incremental volume would be converted from Standard Mail. (BOC-T-1 at 8). 

The Postal Service believes that the incremental volumes will exceed the forecast. Id. 

(See Part C., Conservatism of Assumptions, below). 

The final value determinant is the expected discount exposure. The discount 

exposure lowers the value of the NSA and is the result of price incentives applied to any 

volume that would have occurred without a price incentive. As described by Postal 

Service witness Eakin, in the baseline case, setting a threshold below forecast volume 

is economically efficient because it reduces the mailer’s marginal price of First-class 

Mail relative to other forms of solicitation, and reduces the gap between marginal price 

and marginal cost of the mailer’s First-class Mail. Docket No. MC2002-2; USPS-RT-2 

at 4-5. 

I estimate the value to the Postal Service of the Bank One agreement, when 

considering all three value drivers over the three years of the NSA, as follows: 

ACS Cost savings: $7.8 million 

LS Increased contribution (less incremental discounts): $6.8 million 

Revised September 13,2004 
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The agreement therefore would result in net benefit to the Postal Service of $1 1.7 

million over the life of the NSA. A detailed analysis of the financial impact is provided in 

Appendix A. 

6. Financial Model 

I believe that the analysis provided in the valuation model of the Bank One NSA 

complies with the guidelines established by the Commission in Rule 193(e). The model 

follows Postal Service witness Crum's methodology in Docket No. MC2002-2, except in 

instances where a change allows it to conform more closely to the requirements of Rule 

193(e). The features of the model are described below; the model is in Appendix A and 

any changes are discussed in Appendix B. 

The Postal Service and Bank One have provided more data than in Docket No. 

MC2002-2, in order to comply with Rule 193(e)(2), and to present a more 

representative estimate of the cost and volume effects of the NSA in Years 2 and 3 of 

the agreement (see Appendix A). In witness Rappaport's testimony, Bank One has 

provided its best estimate of mail volume forecasts in Years 2 and 3 of the agreement. 

BOC-T-1 at 5-8. 

In addition, as described in Appendix B, the Postal Service applies a 4 percent 

annual inflationary cost adjustment factor to estimate unit costs in each year of the Bank 

One agreement and to account for cost increases since litigation of the Capital One 

NSA agreement. This cost adjustment factor will provide a better estimate of the value 

Revised September 13,2004 
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of the Bank One NSA in its out-years.’ Except for the calculation of ACS flats 

(Appendix A, pp. 12-14) and the adjustment for inflation, the cost assumptions for the 

Bank One mail pieces are based on Docket No. MC2002-2 and Docket No. R2001-1.z 

C. Conservatism of Estimated Value 

The After Rates (AR) forecast provided by Bank One is, in my opinion, a 

conservative estimate of the potential volume response to the price incentives. 

In fact, there are reasons why these forecasts would generally tend toward 

conservatism. Non-linear pricing of First-class Mail is relatively new to the Postal 

Service. Consequently, USPS customers have no direct experience in planning 

postage expenditures, or in adjusting budgets when - as may happen if Bank One 

reaches its initial declining block threshold - the cost of customer acquisition declines. 

If customers use traditional modeling techniques out of necessity, forecasted volume 

effects are likely to understate the result of sudden and substantial price reductions. 

Moreover, banks work in a highly regulated and extensively analyzed industry where 

public pronouncements can have significant consequences. This is also likely to act as 

a check against unwarranted optimism in projecting future outcomes. 

One of the difficulties that arises in forecasting volumes in Years 1, 2. and 3 of 

the agreement is that, in complex mailing environments, postage is not the only variable 

that determines future mailing strategies. Both Bank One and the Postal Service 

’ There remains, however, a possibility of an omnibus rate increase during the term of 
the agreement; such an increase has not been accounted for in the revenue 
calculations. To the extent that revenues in the out-years have been undercounted, 
greater credence is lent to the conservatism of any assumption. 

As in the baseline case, my analysis here does not include estimates of fotwarded 
mail cost savings. 
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believe - and the universally accepted principles of economics confirm -that keeping all 

other business variables constant, lower postage costs will provide an incentive for 

greater mail volumes. Yet, most companies do not currently forecast the impact of 

declining postage rates. Thus, it is difficult to predict the full impact on mail volumes. 

Nevertheless, I regard the point estimates provided by Bank One to be conservative 

and the Postal Service anticipates that the volume response will be higher. 

V. COMPETITIVE IMPACT ANALYSIS 

The impact of the Capital One NSA on the competitors of the contracting parties 

was discussed and evaluated extensively in the baseline proceeding. Docket No. 

MC2002-2, JCP-T-1 at 11-12 and USPS-RT-2 at 11-14. In the end, the Commission 

concluded that the impact on competition would be minor. In this regard, the 

Commission found it significant that no competitors of Capital One opposed the NSA. 

I estimate that the impact on competition of the Bank One NSA -- which is 

functionally equivalent to the Capital One NSA - should be even less, since Bank One 

and Capital One are similarly situated, Le., direct competitors. BOC-T-1 at 3. The pool 

of competitors who may be disadvantaged because they do not have an NSA 

decreases as the number of functionally equivalent agreements increases. For 

functionally equivalent agreements with direct competitors of the baseline agreement, 

any industry competitive impacts have been addressed in the baseline filing. More 

importantly, approving functionally equivalent NSAs provides competitors of Capital One 

the same incentives to grow their mail volumes. This is not to suggest that postage 

23 prices are the sole - or even the primary - dimension along which all competitors in an 
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industry may compete. Indeed, there may be circumstances when it would be 

impracticable or otherwise inappropriate to provide NSAs to all competitors within an 

industry 

VI. DISCOUNT CAP 

A 'stop-loss provision' or discount cap of $40 million OVE three years w2 

incorporated in the rate and classification changes implementing the Capital One NSA. 

This was not a condition that was negotiated between the Postal Service and Capital 

One, but was added by the Commission (PRC Op., MC2002-2,75061). 

The Commission explained that it instituted the stop-loss provision because of 

the variability inherent in the volume history of Capital One. The concern over "discount 

leakage" exceeding cost savings thus influenced the decision to limit the total value of 

discounts Capital One could earn (PRC Op., MC2002-2, 78024). In setting the cap, the 

Commission found that there would be no impact on new volume contribution because 

the thresholds were above the revised forecast. However, a cap based on either cost 

savings or exposure (leakage) unnecessarily hinders the ultimate objective of utilizing 

NSAs as a tool to increase net contribution. Basing the "stop-loss provision" solely on 

cost savings would tend to limit participation in the NSA process to only large volume 

mailers who can offer significant cost savings opportunities. This would place 

customers who do not impose added costs on the Postal Service at a disadvantage. 

More importantly, the stop-loss provision based on the Capital One condition 

passing through 95 percent of the cost savings (Op. at 156) would foreclose the 

potential contribution from increased volume. It also would impose a competitive 
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Bank One, because its potential cost savings are not nearly as large as the potential 

cost savings for Capital One, which is a larger originator of First-class Mail marketing 

solicitations than Bank One. Fears that the customer would have significantly increased 

mail volumes should be mitigated in the current environment of declining First-class Mail 

volumes and potentially adverse business conditions. 

The conditions that the Commission cited to support a cap on the discounts in the 

baseline case do not apply here. The major concern expressed over the course of the 

Capital One case was that mail volume would have grown in the absence of a discount 

so that the discounts would exceed the cost savings. By comparison, Bank One's 

volume history is stable, and even if its marketing mail volume were to match its historic 

high, the Postal Service would receive a positive benefit from the NSA. Specifically, 

Bank One's highest annual marketing letter First-class Mail volume was 79 million pieces 

in 2001, prior to the most recent rate increase. If Bank One, without price incentives, 

could reach this same level for all three years of the agreement, it would receive $8.0 

million in discounts on their before-rates volumes over the term of the agreement (as 

opposed to the $2.9 million estimate presented above in Section 1V.A.). This discount 

earned by Bank One would correlate to exposure for the Postal Service. But, despite the 

increase in exposure, the NSA would be contribution-positive because of ACS savings. 

Under the situation described above, the Postal Service would have underestimated the 

savings from ACS and, in absolute terms, the savings at 79 million marketing pieces 

would have been $10.5 million (as opposed to the $7.8 million presented above in 

Section 1V.A.). This means that the NSA would still generate $2.4 million in additional 

contribution for the Postal Service. 

Revised September 13,2004 
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Accordingly, a cap could actually cause harm because it would limit the upside 

potential of the NSA. As discussed previously, the Bank One forecasts are 

conservative, and it is quite possible that the incremental volume may be higher than 

predicted. A cap would obviate this possibility 

VII. PROPOSED PRICES ARE CONSISTENT WITH THE CRITERIA OF THE ACT 

39 U.S.C. § 3623(c) requires that the Commission evaluate proposed changes in 

the classification schedule in accordance with the policies of the Title and the following 

factors: 

1. the establishment and maintenance of a fair and equitable classification 
system for all mail; 

2. the relative value to the people of the kinds of mail matter entered into the 
postal system and the desirability and justification for special classifications 
and services of mail; 

3. the importance of providing classifications with extremely high degrees of 
reliability and speed of delivery; 

4. the importance of providing classifications which do not require an extremely 
high degree of reliability and speed of delivery; 

5. the desirability of special classifications from the point of view of both the user 
and of the Postal Service; and 

6. such other factors as the Commission may deem appropriate. 

Section 3622(b) requires that postal rates and fees reflect the policies of the 

Postal Reorganization Act, and accord with the following factors: 

1. the establishment and maintenance of a fair and equitable schedule; 
2. the value of the mail service actually provided each class or type of mail 

service to both the sender and the recipient, including but not limited to, the 
collection, mode of transportation, and priority of delivery; 

3. the requirement that each class of mail or type of mail service bear the direct 
and indirect postal costs attributable to that class or type plus that portion of 
all other costs of the Postal Service reasonably assignable to such class or 
type; 

4. the effect of rate increases upon the general public, business mail users, and 
enterprises in the private sector of the economy engaged in the delivery of 
mail matter other than letters; 
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5. the available alternative means of sending and receiving letters and other 
mail matter at reasonable costs; 

6. the degree of preparation of mail for delivery into the postal system performed 
by the mailer and its effect upon reducing costs to the Postal Service; 

7. simplicity of structure for the entire schedule and simple, identifiable 
relationships between the rates or fees charged the various classes of mail 
for postal services; 

8. the educational, cultural, scientific, and informational value to the recipient of 
mail matter; and 

9. such other factors as the Commission deems appropriate. 

The arguments I presented in the Capital One NSA are also applicable to the 

Bank One NSA: 

... by negotiating directly with individual customers, it may be 
possible, through negotiated service agreements such as the one 
submitted here, to more accurately present prices that represent the value 
that the user places on the service being provided (pricing criterion 2) for 
mail classifications that are desirable to the mailer and the Postal Service 
(classification criterion 5). In this case, the Postal Service has directly 
negotiated with the sender of the mail to arrive at classifications and prices 
that the Postal Service considers to be fair and equitable (classification 
criterion 1 and pricing criterion 1). As indicated in the testimony of witness 
Crum, there can be no doubt that the prices presented in this case will 
cover the costs of providing the service (pricing criterion 3). In fact, the 
address improvement steps that Capital One has agreed to will serve to 
lower the costs currently borne by other customers (pricing criterion 6). 
For this reason, the classifications and prices presented in this agreement 
confer beneficial effects on the general public and other ratepayers 
(classification criterion 1 and pricing criterion 1). The proposed rates do 
not have an adverse impact on the rates paid by the general public, or 
other business mail users (pricing criterion 4). The proposed declining 
block rate structure is relatively simple and maintains a transparent, 
identifiable relationship between volume levels and applicable rates and 
fees (pricing criterion 7). 

(MC2002-2, USPS-T-2, page 9. line 36 - page 10, line 15) 
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38 I believe that these pricing and policy issues were comprehensively addressed in 

the Capital One NSA docket, and that the logic of functional equivalence enables the 

40 Postal Service and the Commission to rely on the findings in that case. In this instance, 
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the close comparability of the structure and elements of the Bank One and Capital One 

NSAs, the similarity of their situations as mailers, and their status as competitors, 

warrant full reliance on the Commission's Docket No. MC2002-2 findings to justify 

recommending the current classification, rate and fee change proposals based on the 

Bank One NSA. Further, the customer-specific rates offered to Bank One through the 

NSA more than cover the costs associated with Bank One's mail, thus satisfying pricing 

criterion 3. By extending the benefits of a functionally equivalent NSA, the Commission 

would promote increased efficiency in postal operations and greater fairness and equity 

in the DMCS and Rate Schedules. 

VIII. SUMMARY AND CONCLUSIONS 

My testimony has described and discussed the similarities and differences 

between the Bank One NSA and the Capital One NSA. The Bank One NSA has the 

same two substantive functional elements of the Capital One NSA, comparable 

benefits, other material terms and conditions that were included in .the Capital One NSA 

and some additional provisions. The new provisions in the Bank One NSA reflect the 

differences between the companies that are inherent in their status as individual 

mailers. Because Bank One is similarly situated, and is a direct competitor of Capital 

One, expeditious treatment of this filing under the Commission's specialized procedures 

is especially important. 

Accordingly, the Commission should conclude that the Bank One NSA meets the 

standards for functional equivalency. The financial model developed to support the 

Bank One NSA is based on the model submitted in Docket MC2002-2, with analytical 
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enhancements as recommended by the Commission in Rule 193(e). The Bank One 

NSA also meets the terms and conditions that must be included for an agreement to be 

considered comparable to Capital One, as codified in DMM G911. 

Finally, based on the Commission’s findings and conclusions in its review of the 

baseline NSA, the Bank One NSA meets the criteria outlined for classifications and 

pricing in the Postal Reorganization Act as well as the criteria for postal rates and fees 

as outlined in Section 3622(b) of the Act. 

For these reasons, I conclude that the Commission should recommend the 

proposed changes to the rates, fees and classifications are warranted by the projected 

benefits of the Bank One NSA, and as functionally equivalent to the Capital One 

baseline NSA 
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Return Forecast 
(1) Operational Mail (Ops) 
(2) 
(3) Marketing Mail - Flats 

Marketing Mail - Letters (Mktg) 
0.3% 0.3% 0.3% 
9.0% 9.0% 9.0% 

11.0% 11.0% 11.0% 

(4) USPS FCM average return rates 1.23% 1.23% 1.23% 

Unit cost assumptions 
(5) Inflation cost adjustment factor 

(6) Manual Flat Returns Unit Cost 
(7) Manual Letter Returns Unit Cost 
(8 )  Electronic Flat Returns Unit Cost 
(9) Electronic Letter Returns Unit Cost 
(IO) Address Change Service (ACS) Success Rate 

4.0% 4.0% 4.0% 

$ 1.04 $ 1.09 $ 1.13 
$ 0.55 $ 0.57 $ 0.60 
$ 0.45 $ 0.47 $ 0.48 
$ 0.34 $ 0.36 $ 0.37 

85.0% 85.0% 85.0% 

(1 1) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0% 

(12) Contingency Factor 1.03 

MC 2004-3 BOC T-I  at page 9 
MC 2004-3 BOC T-I at page 9 
MC 2004-3 BOC T- I  at page 9 
USPS-LR-llMC2002-2 
MC 2004-3 uSPS T-1 at page 13 
Manual Return Costs ($1.0190) * (1 + (5)) 
USPS-LR-I/MC2002-2 * (1+ (5)) 
Electronic Returns Costsi$0.4301) * ( I+  (5)) 
USPS-LR-llMC2002-2 * (1+ (5)) 
USPS witness Wilson, T4/MC2002-2 

(1 1) MC 2004-3 BOC T-I at page 

(13) Year 1 * (5) 
(14) Year 2 * (5) 

(12) USPS-LR-llMC2002-2 

AssumDtions Bank One NSA Model 9/1/2004 



(1) Volume calculations 

Operational mail 
Marketing mail letter 

Before rates 
479,134,992 508.411.7G9 500.423.407 506.G50.000 506.G50.000 50G.650.000 

79,215,956 38.870.004 59.703.685 29,367,000 29.387.000 29,387.000 
Marketing mail flat 24,704,043 52,897,842 35,828,439 35,043,000 35,043,000 35,043,000 

Total 583,054,991 600,179,615 595,955,531 571,080,000 571,080,000 571,080,000 

After rates 
Operational mail 
Marketina mail letter 

479,134 992 508 41 1.7G9 500,423.407 50C.G50.000 5CG.GSO 000 50G (is0 000 
79 215 956 38 870 004 59 703 685 48.442 000 123 442 000 120 442 000 - . .~ ~,~ .~~ ~. . 

Marketing mail flat 24,704,043 52,897,842 35.828.439 35:043;000 35:043:000 35,043,000 
Total 583,054,991 600,179,615 595,955,531 590,135,000 670,135,000 670,135,000 

(1) MC 2004-3 BOC T-1 at page 5 - 6 

Volume calcs Bank One NSA Model 6/21 12004 



Rate Category 

Singlepiece Letters 
First Ounces, except QBRM 
Qualified Business Reply Mail 
Additional Ounces 

206 

0.370 $ 
0.340 
0.230 

Nonmachinable Pieces 0.120 
Single-Piece revenue 

(4) Total Single-Piece Postage Revenue 
Revenue Adiustment Factor (a) 1.000 

Nonautomated Presorted Letters 
First Ounce 
Additional Ounces 
Nonmachinable Pieces 

16,901,503 0.352 5.949.329 
210,013 0.225 47.253 
24,599 0.055 1,353 

Heavy Piece Deduction 4.067 (0.041) (1 67) 
Nonautomated Presorted revenue 5,997,768 

(5) Total Nonautomated Presorted Letters Revenue 5,997,768 
Revenue Adjustment Factor (a) 1.000 

Automation Presort Letters 
Mixed PADC Letters 
M D C  Letters 
3-Digit Letters 
5-Digit Letters 
Additional Ounces 

3,622,017 0.309 1 ,I 19.203 
6,093,703 0.301 1,834,205 

341,677,512 0.292 99,759,834 
189245.273 0.278 52,610,186 

6.312.612 0.225 1,420,338 
Heavy Piece Deduction 71,636 (0.041) (2.9371 

Automation Presort Letters 156,750,828 
1 .DO0 

(6) Total Automation Presort Letters Revenue 156,750,828 
Revenue Adjustment Factor (a) 

Automation Carrier Route Letters 
F is t  Ounce 
Additional Ounces 

577,954 0.275 158,937 
0.22s 

Heavy Piece Deduction (0.041) 
Automation Carrier Route Revenue 158.937 
Revenue Adjustment Factor (a) 1 000 

158.937 (7) Automation Carrier Route Letters Revenue 

(8) Total Company Letters Subclass 
Total pieces 
(9) Revenue per piece 

(a) Revenue Adjustment factor not required because customer specific revenue presented 
(1) CBCIS 2003 Bank One Volume Data 
(2) Rate Schedule 

(4) Single Piece Revenue * Revenue Adjustment Factor 
(5) Nonautomated Presorted Revenue * Revenue Adjustment Factor 
(6) Automation Presort Letter Revenue * Revenue Adjustment Factor 
(7) Automation Carrier Route Revenue * Revenue Adiustment Factor 

(3) (1)'(2) 

is) (4) + (5) + (6) + (7) 
(9) (8) / Total pieces 

FCM rev calc Bank One NSA Model 

$ 162,907,533 
558,117,962 

0.292 

6/21/2004 
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Agreement Structure 

s s m a o  I s2~.000 s 625.000 
f 750,WO I 750.WO I 750.000 
S 119.725 S 875.000 S B 7 S . W  
I - I , , 4 0 0 , ~  s 4LOO.OOO 
s - f 1,131,075 I 1,137,075 

Bank One NSA MDdal 
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Return Costs 

(1) Operational Mail 
(2) Marketing mail lener 
(3) Marketing mail flat 

Before Rates Forecast 
(4) Operational Mail 
(5) Marketing mail letter 
(6) Marketing mail flat 

After Rates Forecast 
(7) Operational Mail 
(8) Marketing mail lener 
(9) Marketing mail flat 

Return Forecast 
(10) Operational Mail 
(11) Marketing mail lener 
(12) Marketing mail flat 

Return Costs 
(13) Operational Mail 
(14) Marketing mail lener 
(15) Marketing mail flat 
(16) Total 

After Rates Return Costs 
(17) Operational Mail 
(18) Marketing mail lener 
(19) Marketing mail flat 
(20) Total 

(21) Return Cost Savings 

UAA Rate 
0.3% 0.3% 0.3% 
9.0% 9.0% 9.0% 

11.0% 11.0% 11.0% 

506,650,000 506,650,000 506,650,000 
29,387,000 29,387.000 29,387,000 
35,043.000 35,043,000 35,043,000 

506,650,000 506.650.000 506,650,000 
48,442,000 128,442,000 128,442,000 
35.043.000 35.043.000 35.043.000 

1,722,610 1.722.610 1,722,610 
2.M4.830 2,644830 2.W.830 
3.854.730 3,854,730 3,854,730 

$ 949.503 $ 987,483 $ 1,026,982 
$ 1,457,830 $ 1,516,144 $ 1.576.789 
$ 4,085,206 $ 4,248,614 $ 4,418,559 
5 6,492.539 5 6,752.241 $ 7,022,530 

$ 949,503 $ 987.483 $ 1.026.982 
$ 990.224 $ 1,029,833 $ 1,071,027 
$ 2,078,536 $ 2,161.677 $ 2.248.145 
$ 4,018.263 $ 4,178,993 $ 4,345,153 

$ 2,414,276 f 2,573,247 f 2,676,177 

MC 2004-3 BOC T-1 at page 9 
MC 2004-3 BOC T-1 at page 9 
MC 2004-3 BOC T-1 at page 9 
MC 2004-3 BOC T-1 at page 5 - 6 
MC 2004-3 BOC T-1 at page 5 ~ 6 
MC 2004-3 BOC T-1 at page 5 ~ 6 
MC 2004-3 BOC T- l  at page 5 . 6  
MC 2004-3 BOC T-1 at page 5.6 
MC 2004-3 BOC T-1 at page 5 - 6 
(1) * (4) 

(3) (5) 
(10) * Manual LeHer Returns Unit Cost (Assumptions) 
(1 1) * Manual Letter Returns Unit Cost (Assumptions) 
(12) * Manual Flats Returns Unit Cost (Assumptions) 
(13) + (14) + (15) 
(10) Manual Letter Returns Unit Cost (Assumptions) 
((1 1) 'ACS Success Rate' Electronic Letter Returns Unit Cost)+ (1 - ACS Success Rate) Manual Letter Returns Unit Cost * (1  1))  
((12) * (1 - ACS Success Rate) * Manual Flat Returns Unl  Cost) + ((12) * ACS Success Rate * Electronic Flat Returns Unit Cost) 
(17) + (18) + (19) 
(76) - (20) 

(2) * 15) 

UAA CalCS Bank One NSA Model 6/21 12004 
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( I )  Standard Mail Regular Revenue per piece 

Mail Category 
Mixed AADC Auto 
AADC Auto 
3-Digit Auto 
5-Digit Auto 
Basic Nonauto 
3/5 Digit Nonauto 

Total Volume 
Revenue per piece 

Revenue per piece Volume Weighted Avg. 
$ 0.21 1 13,191,188 2,789,495 
$ 0.199 27,941,526 5,574,178 
$ 0.183 215,575,750 39,531,174 
$ 0.166 201,585,157 33,493,187 
5 0.259 4,056.643 1,050.661 

0.237 1,927,253 456,643 
464.277.517 82.895.338 . .  

$ 0.179 

(2) Standard Mail ECR Revenue per piece 

Mail Category Revenue per piece Volume Weighted Avg. 
Basic Nonauto Letters $ 0.182 1,008,992 183.324 
Basic Auto Letters $ 0.148 25,001,012 3,702,239 
High-Densfiy Letters $ 0.164 12,771 2,094 
Saturation Letters $ 

Total Volume 
0.152 699.186 106,276 

26,721,961 3,993,933 
Revenue per piece 5 0.149 

(3) Average Revenue per piece I $  0.1771 

(1) Rate Schedule 
(2) Rate Schedule 
(3) (Standard Mail Regular Revenue +Standard Mail ECR Revenue) / 

(Standard Mail Regular Total Volume + Standard Mail ECR Total Volume) 

SM rev calcs Bank One NSA Model 6/21/2004 
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First Class Letter 
(1) Avg Revenue First-class Letters 
(2) First-class Operational Letter cost per Piece Before Rates 
(3) First-class Operational Letter cost per Piece After Rates 
(4) First-class Operational Letter avg. Contribution Before Rates 
(5) First-class Operational Letter avg. Contribution After Rates 
(6) First-class Marketing Letter cost per Piece Before Rates 
(7) First-class Marketing Letter cost per Piece After Rates 
(8) First-class Marketing Letter avg. Contribution Before Rates 
(9) First-class Marketing Letter avg. Contribution After Rates 

Standard Mail 
(IO) Standard Revenue per Piece 
(1 1) Standard Cost per Piece 
(12) Standard Letter Contribution per Piece 

. .  
(2) 

Revenue per piece (FCM rev calc) 
Current Total Unit Cost Estimates, Including Contingency (Ops unit cost) 
After Rates Total Unit Cost Estimates, Including Contingency (Ops unit cost) 
(1)-(2) 
(1)-(3) 
Current Total Unit Cost Estimates, Including Contingency (MMg unit cost) 
After Rates Total Unit Cost Estimates, Including Contingency (Mktg unit cost) 
( I ) - @ )  
(1 1 - (7) 
Average Revenue per Piece (SM rev calcs) 
Average Cost per Piece (SM cost calcs) 
(10)-(11) 
Year 1 * Inflation cost adjustment factor Year 2 (Assumptions) 
Year 2 * Inflation cost adjustment factor Year 3 (Assumptions) 

0.292 0.292 0.292 
0.107 0.111 0.116 
0.107 0.111 0.116 
0.185 0.181 0.176 
0.185 0.181 0.176 
0.146 0.152 0.158 
0.130 0.135 0.141 
0.146 0.140 0.134 
0.162 0.157 0.151 

0.177 0.177 0.177 
0.087 0.090 0.094 
0.090 0.087 0.083 

Contrib inputs Bank One NSA Model 9/1/2004 



ACS Savings 
(1) Operational Mail 
(2) Marketing Mail Letter 
(3) Marketing Mail Flat 

Contribution from New Volume 
(4) Operational Mail 
(5) Marketing Mail Letter 

(6) Total Exposure 
(7) Total Incremental Discounts 

(8) Total USPS Value 

Total 
$ - $  - $  
$ 481,634 $ 500,899 $ 520,935 1,503,469 
$ 2,012,052 $ 2,092,534 $ 2,176,235 6,280,820 

$ - $  - $  
$ 1,366,206 $ 6,930,782 $ 6,752,665 15,049,653 

$ 957,400 $ 957,400 $ 957,400 2,s 7 2,2 0 0 
$ 597,325 $ 3,823,675 $ 3,823,675 8,244,675 

$ 2,305,167 $ 4,743,140 $ 4,668,760 11,717,067 

(1) Operational Mail After Rates Return Costs (UAA calcs) 
(2) (Marketing Mail Letter Return Costs -Marketing Mail Letter After Rates Return Costs (UAA ca1cs))’Contingency 
(3) Marketing Mail Flats - Marketing Mail Flats After Rates Return Costs (UAA ca1cs)’Contingency 
(4) (Operational Mail After Rates - Operational Mail Before Rates) * FCM Operational Letter avg. Contribution After Rates 
(5) (Marketing Mail Letter After Rates - Marketing Mail Letter Before Rates) ’ FCM Marketing Letter avg. Contribution After Rates 
(6) Total Exposure (DiscBLeak) 
(7) Discount Earned -Total Exposure (DiscBLeak) 
(8 )  (1) + (2) + (3) + (4) + (5) - (6) - (7) 

USPS value Bank One NSA Model 9/1/2004 N 
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1 Total I 
costlpiece Frequency 

ACSGOA ,Nbtificatlon;::i::, 
Mechanized Terminal $0.0660 (I] 0.00 [7] 

Non-Mechanized Terminal $0.2691 [21 

$0.0000 [3] 
ACS Nixie Keying $0.2074 [4] 

Weighted I 
CostlPiece 

$0,0000 [I41 

i .oo l  [a] I ~ 0 . ~ 6 9 1 1  [I51 1 
$0.2691 (161 

1.001 [IO] 

ACS Nixie processing 

[I] USPS LR-1-110, Table 5.2.2, cell J31 
[2] USPS LR-1-110, Table 5.2.2. cell J32 
[3] These costs are treated as institutional. 
[4] USPS LR-1-1 I O .  Table 5.2.2. cell J29 
[SI [I61 
161 [3I+l41 
[7] USPS LR-1-110. Table 5.2.2. cell L31 
181 USPS LR-1-110, Table 5.2.2. cell L32 
[9] All nixies subject to clerk processing. 

[IO] All nixies subject to keying. 
[ I l l  ACS "keyed only" piecesiTotal ACS Volume 

1181 
1191 

Tab -3 (Table 5.2) Bank One NSA Model 6/21/2004 N 
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1. 

2. 
3. 
4. 
5. Total 

A 
Annual Volume 
[Thousands) 

Physical Return Costs 
Cost for UAA Mail Being Relurned to Sender 

Physical Flat Mailpieces Returned 

B C D E 
Annual Cost Fre uenc Weighted 
(Thousands1 CostlPiece 

69,209 (1) $0.0545 (2) $3,771 1 .oo $0.0545 

Cos tl P i e c e 

33,866 (3) $0.2711 (4) $9.181 0.49 (5) $0.1327 
24,021 (6) $0.5381 (7) $12,926 0.35 (8) $0.1868 
69,209 (1) $0.6295 (9) $43,567 1 .oo $0.6295 

1 1  
(1) Refer to Table 5.2.1 2, Row 3.a, Column D (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2. Row 3.a, Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1, Column A and a portion of Row 3, Column A. Refer to Volume 
Section, Volume Profile. Table 4.3. "Disposition at CFS Unit", of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3, Column H, and Table 5.2.1.3.1, Column A, Row 4 (USPS-LR-J-69). 
(5) This is the portion of return to sender mail that is returned by the Nixie clerk at the delivery unit, along with the 
portion of ACS Nixie that is returned at the CFS unit. This is the ratio of Rows 2 and 1. Column A. 
(6) Refer lo Volume Section, Volume Profile, Table 4.3, "Disposition at CFS Unit", Total Returned. 
(7) Refer to Table 5.2.2, Column G. (Non-ACS) Total. Non Mach terminal cosVpiece Is used. 
(8) This is the portion of return to sender mail returned from the CFS unit, along with the portion of ACS Nixie that is 
returned from the CFS unit. This is the ratio of Rows 3 and 1, Column A, Table 5.2.2. 
(9) Refer to Table 5.2.4.1, Row 2. Column F.This Number was calculated based on data obtained from USPS Cost Attribution 

Physical Returns Bank One NSA Model 9/1/2004 N 
P 
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Electronic "Return" Costs 
Cost of UAA Mail Being Returned lo  Sender 

Bank One Accepts ACS Flats 

A R C D E 

69.209 (1) 
33.866 (3) 

- ,. 
Weighted 
CosVPiece Freauencv 

Annual Cost 
(Thousands) CosVPiece (11 

Annual Volume 
(Thousands1 

1. $0.0545 (2) $3.771 1 .oo $0.0545 
0.49 (51 50.1327 2. $0.2711 (4) $9,181 

3. eACS 
4. Total 

(1) Refer to Table 5.2.1.2. Row 3.a. Column D (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2. Row 3.a. Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1. Column A and a portion of Row 3, Column A. Refer to Volume 
Section, Volume Profile, Table 4.3. "Disposition at CFS Unit". of the portion of mail that is returned to sender. 
(4) This is the ratio OfTable 5.2.1.3. Column H. and Table 5.2.1.3.1. Column A, Row 4 (USPS-LR-J-69). 
(5) This is the cost of the Nixie clerk preparing mail for the CFS unit (USPS-LR-l/MC2002-2. page 1, row 2 as proxie). 
(6) From Tab 3 of USPS LRJ-69. 

Electonric Returns Bank One NSA Model 6/21/2004 
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IX. DATA AND APPENDICES 

Appendix B 

EXPLANATION OF FINANCIAL MODEL 

The Bank One Model incorporates all of the cost and revenue per piece 

information into one comprehensive workbook. It serves as a presentation mechanism 

for the customer-specific revenue and cost calculations. The model was essentially 

built upon the same revenue and cost assumptions (discount and exposure (leakage) 

calculations) as the Capital One NSA. The historical and forecasted volumes are 

provided by Bank One witness Rappaport (BOC-T-1 at 5-6). All of these inputs provide 

the basis for calculating the value of the NSA. 

Assumptions 

The assumptions contain the returns rate of UAA returns for Bank One’s mail mix 

as provided by witness Rappaport (BOC-T-1 at 9). The inflation cost adjustment factor, 

a weighted average of inflationary factors, represents the inflationary cost growth 

projected by the Postal Service. Currently, that factor is 4 percent. The Capital One 

manual and electronic return unit costs for letters, adjusted for inflation, serve as proxies 

in the Bank One Model (USPS-LR-I/MC2002-2). The manual and electronic return unit 

costs for flats are the adjusted subclass averages (USPS-LR-I/MC2002-2). Costs for 

Years 1, 2 and 3 of the agreement are adjusted by the inflationary cost growth of 4 

percent. The Address Change Service (ACS) success rate was explained by USPS 

23 witness Wilson (Docket No. MC2002-2, USPS-T-4 at 7) and is assumed to be constant 
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throughout the life of the agreement. The Bank One model assumes 100 percent of the 

incremental mail volume growth to come from migrating Standard Mail to First-class 

Mail for all marketing letters. The contingency’ is a multiplicative factor applied to all 

forecasted postal costs. The application of the contingency is uniform across all unit 

costs. 

Volume Calculations 

The Volume Calculations contain Bank One’s mailing mix, consisting of 

operational mail, marketing mail letters, and marketing mail flats. The mailing mix for 

2001 through 2003 provides a historical view of Bank One’s past mailing profile. To 

illustrate the volume response to incentives, Bank One witness Rappaport has provided 

the volume forecasts for Bank One, both in the absence of an agreement (BR) and in 

the presence of an agreement (AR). BOC-T-1 at 5-6. 

First-class Mail Revenue Calculations 

Appendix A, page 3 of the model shows the First-class Mail profile of Bank One. 

It is similar to the profile in the Capital One NSA (MC2002-2, US.PS-T-3). It provides a 

representation of the estimated revenue per piece for Bank One marketing and 

operational mail pieces. 

’ The contingency is applied to all forecasted postal costs to protect against unforeseen 
circumstances. It is applied as the very last step in development of the roll-forward 
costs. It needs to be incorporated in NSA calculations for two reasons. First, the 
existing rates from which the NSA rates or discounts are being derived include 
contingency. In the absence of an NSA, the rates that Bank One would be paying would 
have been set so as to recover the contingency. Furthermore, the NSA financial 
analyses are projections into the future, and the further into the future the projections 
are made, the more appropriate the application of the contingency. 
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Operational Unit Cost and Marketing Unit Cost 

The unit cost estimates for operational mail were built on the same assumptions 

as the First-class Mail Presort LetterslFlats Unit Cost Estimate of witness Crum (Docket 

No. MC2002-2, USPS-T-3, “Atta2.xls”) for the Capital One NSA. Estimates for the Bank 

One NSA differ from those of the Capital One NSA in the Test Year (TY) calculations, 

the Bank One volumes, and the total unit cost (sources 17 and 18). The TYBR 2003 

unit cost is based on Docket No. R2001-1, with the weighted distributions calculated 

from Base Year (BY) 2000 FCM volumes from the FCM letter model from Docket No. 

R2001-1, PRC, LR-4. The TY 2004 cost estimates were derived by multiplying the 

TYBR 2003 total unit cost by the inflationary growth rate of 4.0 percent.’ FY 2003 Mail 

Volume for Bank One was used because it was the latest full year historical volume 

available. The Total Unit Cost estimates, including Contingency (Appendix A, page 4, 

sources 17 and 18) are equal, based on the assumption that the before and after rates 

forecasts of operational mail remain the same 

The Marketing Unit Cost is built on the same assumptions as the Operational 

Unit Cost. The major difference is electronic diversion from ACS and the cost 

differential between manual and electronic returns for UAA mail. Operational mail does 

not receive the Change Service Requested (CSR) endorsement, because it needs to be 

* Columns are labeled as “TYBR 2003” in these sheets because those figures are 
drawn from Docket No. R2001-1, in which FY 2003 was the test year. Columns are 
labeled as “TY 2004“ because FY 2004 is the first of the three years in which the instant 
NSA is assumed to be in effect. Estimates for the last two years of the agreement, 
Years 2 and 3, are presented in the subsequent sheets. FY 2004 is not the exclusive 
“test year” in this proceeding in the sense that FY 2003 was the test year in the Capital 
One proceeding. It is, rather, one of three relevant years for which estimates are 
presented and evaluated. 
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physically returned to Bank One. Marketing mail receives the endorsement, and 

information is returned from UAA mail electronically 85 percent of the time. This 

explains why the Total Unit Cost, including Contingency, differs in sources 17 and 18 

(Appendix A, page 5); the after-rates unit cost is 1.6 cents less than the before-rates 

unit cost. 

Discount and Exposure 

The declining block rate structure for the proposed NSA begins at 535,000,000 

pieces, with a discount of 2.5 cents per piece. Exposure (to the Postal Service) 

measures the discounted revenue associated with declining block rates for mail volume 

that Bank One would have mailed in the absence of the proposed NSA. For each year, 

Bank One’s BR forecast falls within the second tier of the discount structure. Total 

exposure is therefore calculated by adding the first tier to the second tier. Because the 

first tier exposure must be maximized before discount calculations apply, the ending 

threshold is reduced by the beginning threshold (560,000,000 - 535,000,000). and that 

difference is multiplied by the corresponding discount (2.5 cents). The first tier 

exposure equals $625,000. The second tier exposure is the remaining volume less the 

beginning threshold (571,079,992 - 560,000,001), multiplied by the discount (3.0 cents), 

equaling ($332,400). Thus, the total exposure in each year in this case is $957,400 

($625,000+$332,400). 

Based on the YlAR Forecast, Bank One could achieve discounts in the first, 

second and third tiers of the agreement, equaling $1,554,725, using the same formula 

23 as exposure. Discounts are given on pieces mailed above the threshold. Double 
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counting of the 36,080,000 (Y1 BR - Beginning Threshold: 571,080,000 - 535,000,000) 

mail pieces occurs in the discount and exposure calculations, because the 36,080,000 

pieces are in the exposure calculation. The YIAR volume of 590,135,000 is made up of 

the Y1 BR volume plus the 19,055,000 additional marketing pieces. To account for this 

double counting, the Postal Service subtracts the discount from the exposure, to get the 

"real" discount calculation of $597,325 (Appendix A, page 11). 

UAA Calculations 

In lieu of receiving physical returns, Bank One will accept electronic diversion of 

address changes or corrections, as Capital One does. This results in cost savings to 

the Postal Service by replacing costly physical returns with the less costly transmission 

of electronic information. The estimated Capital One physical and electronic return unit 

costs described in USPS-LR-I/MC2002-2 will be used in the Bank One model. The 

total return costs savings vary from the Capital One model because of the different 

marketing mail volumes and return rate forecasts (9 percent for Bank One's marketing 

mail letters) and the inclusion of the contingency on the base cost. 

To calculate the cost savings, multiply the expected volume of Bank One's UAA 

mail times the unit costs savings for each piece processed through the ACS times the 

percentage of Bank One's UAA mail that will be processed. The calculation relies upon 

the evidence in Docket No. MC2002-2 for (1) the estimated percentage of Bank One's 

UAA mail that will be processed through the ACS system (85 percent) and (2) the unit 

savings for each UAA piece processed through the ACS system. The contingency is 

3 not applied until page 11. 

Revised September 13,2004 
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Standard Mail Revenue Calculations and Standard Mail Cost Calculations 

The Standard Mail Regular and Enhanced Carrier Route (ECR) Revenues are 

based on the Standard Mail Regular and ECR billing determinants of Bank One. The 

revenue per piece for both Regular and ECR is a weighted average of the revenue per 

piece and the percent of Bank One volume. The Standard Regular and ECR unit costs 

are based on Docket No. R2001-1 for TY 2003 unit costs (Docket No. R2001-1, USPS 

LR-J-58). These data are based on the USPS version of the cost models, due to the 

fact that a PRC-version is not available for some of the data. Specifically, the total unit 

costs of Standard letters and Standard ECR letters are needed for this analysis. These 

data are found in the USPS Weight Study (Docket No. R2001-1 USPS LR-J-58), and 

there is no PRC version of this document. The format for 2004 unit costs follows the 

First-class Mail Unit Cost estimates on pages 4 and 5 of Appendix A. This provides the 

customer-specific revenue and cost data on Bank One's Standard Mail. The standard 

mail cost is adjusted by the contingency, as was the First-class Mail cost. 

Contribution Inputs 

The Contribution Inputs calculate the contribution per piece of Bank One's 

operational mail and marketing mail letters. This per piece calculation provides the 

Postal Service with before and after rates revenue, cost, and contribution for First-class 

Mail and Standard Mail on a customer-specific basis. It also allows for forecasting future 

contribution per piece in the out-years of the agreement by allowing the inflationary 

growth to be multiplied by the cost of each subclass. Unit revenue remains constant 

over the three-year agreement. 

Revised September 13,2004 
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USPS Value 

The total USPS value looks at the value determinants, less the discount and 

exposure associated with the declining block rate structure. “Contribution from New 

Volume” is any volume above the before rates forecast multiplied by the difference 

between the First-class Mail and the Standard Mail estimated contributions. This is so 

because Bank One indicates that all of its new First-class Mail volume will be switched 

from Standard Mail (100 percent conversion). BOC-T-1 at 8. 

Flats Adjustment 

Estimating the savings associated with conversion to ACS requires several 

steps. First, the physical return cost needs to be calculated. As shown in Appendix A, 

page 13, the estimated Postal Service cost of physically returning Bank One’s flat-size 

First-class Mail is $1.01 90 per piece, derived as follows. I adjusted the base UAA cost 

in Docket No. R2001-1 (USPS-LR-J-69) by removing the costs associated with 

collection of postage due. This follows the methodology employed by witness Crum in 

Docket No. MC2002-2 for Capital One’s letter-size First-class Mail. 

Second, the cost of electronic “returns” must be calculated. Appendix A, page 14 

shows that the estimated cost of electronically handling UAA mail from point of return is 

43.01 cents per piece. This cost is calculated by adjusting the electronic Address 

Correction Service costs provided in Docket No. R2001-1 by Postal Service witness 

Abdirahman (USPS-LR-J-69) to include costs that these mail pieces incur prior to actual 

electronic Address Correction Service processing. The difference between the cost of 
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physically returning the mail piece and electronically handling the UAA mail piece via 

ACS is the estimated unit cost savings of 58.89 cents. This follows the methodology 

employed by witness Crum in Docket No. MC2002-2 for Capital One’s letter-size First- 
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Appendix C 

BANK ONE CORPORATION NSA 
PROPOSED DATA COLLECTION PLAN 

The Postal Service plans to collect the following data pertaining to the NSA with Bank 
One Corporation (Bank One): 

1 .- The volume of First-class Mail solicitations by rate category in eligible Bank One 
permit accounts; 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9, 

The volume of First-class Mail customer mail by rate category in eligible Bank 
One permit accounts; 

The amount of discounts paid to Bank One for First-class Mail by incremental 
volume block; 

The volume of First-class Mail solicitations bearing the ACS endorsement that 
are physically returned to Bank One; 

The number of electronic address correction notices provided to Bank One for 
forwarded solicitation mailpieces, including the number of notices processed by 
CFS units and separately for PARS (when fully operational). 

The number of electronic address correction notices provided to Bank One for 
solicitation mailpieces that would otherwise be physically returned, including the 
number of notices processed by CFS units and separately for PARS (when fully 
operational). 

Monthly estimate of the amount of time spent on compliance activity and a 
description of the activities performed. 

For each First-class Mail solicitation mailing list run against NCOA, Bank One 
will provide NCOA contractor reports that separately identify the number of 
address records checked and the number of corrections made. 

For each Change of Address record that is used to forward a piece of Bank One 
solicitation mail through ACS under the Agreement, the Postal Service will 
provide the date the record was created, its move effective date, whether it was 
for a family or individual move, and each date that the record was used to 
forward a mail piece. No other information from the record would be provided. 

As part of each data collection plan report, the Postal Service will provide an evaluation 
of the impact on contribution. It will also provide an assessment of trends of Bank 
One's First-class Mail volume as compared to overall First-class Mail volume. 
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Data collected under the plan shall be reported annually following the end of the fiscal 
year, with the first report being made available at the end of FY 2004. The Postal 
Service shall provide the data in a PC-available format. 

2 
3 
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POSTAL RATE COMMISSION 

DECLARATION OF MICHAEL K. PLUNKETT 
DOCKET NO. MC2004-3 

I hereby declare, under penalty of perjury, that: 

I prepared the interrogatory responses, and responses to the Presiding Officer's 
Information Requests, which were filed under my signature and which have been 
designated for inclusion in the record in this docket, as amended by errata; and 

If I were to respond to these interrogatories and Presiding Officer's Information 
Requests orally today, the responses would be the same. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-1. Please refer to 612.1 of Attachment A to the Request containing 
proposed DMCS language implementing the Bank One NSA. Please confirm that the 
number of First-class Mail flat-shaped pieces eligible for discounts is fixed at 35 million 
for each year of the Bank One NSA. If you do not confirm, please explain. 

RESPONSE: 

Not confirmed. While no more than 35 million pieces of flat mail will be counted toward 

the attainment of thresholds in each year of the agreement, it is possible that no flat mail 

will be eligible for discounts, if Bank One’s First-class Mail volume does not exceed the 

discount threshold 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-2. Please refer to 612.2 of Attachment A to the Request containing 
proposed DMCS language implementing the Bank One NSA, and 610.2 of the DMCS 
language implementing the Capital One NSA. 

(a) Please explain how the 25 million-piece minimum was determined. 
(b) Do you see any circumstances under which Bank One would mail less than 

25 million pieces of eligible First-class Mail during the first year after 
implementation? 

(c) Please explain the purpose of the 25 million-piece minimum, given that it 
constitutes such a small portion (4.7 percent) of the first-year discount 
threshold of 535 million. 

(d) Please confirm that the analogous provision applicable to Capital One was 
750 million pieces, or 61.2 percent of the first-year discount threshold of 
1.225 billion. If you do not confirm, please explain. 

RESPONSE: 

a. This number was determined through direct negotiation between Bank One and 

the Postal Service. 

b. Yes. As used in this section of the agreement the mail counted toward the 25 

million piece threshold is limited to solicitation mail that bears the appropriate 

ACS endorsement and complies with associated postal rules and regulations. As 

witness Rappaport describes, credit card advertising is subject to increasing cost 

pressure, and is affected by a number of different variables. It is quite possible 

Bank One's First-class Mail advertising could fall below this number. 

c. While the threshold is a small proportion of Bank One's total First-Class Mail, it is 

almost 40% of its First-class Mail used for acquiring customers. 

d. Not confirmed. In the Capital One NSA, both customer account mail and eligible 

solicitation mail were counted toward the 750 million piece threshold. See 

Capital One NSA, Article 1 1 ,  Section C. In the Bank One NSA, only eligible 

solicitation mail is counted toward the 25 million piece threshold. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKEn TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-3. Please refer to 612.2 of Attachment A to the Request containing 
proposed DMCS language implementing the Bank One NSA, and 610.2 of the DMCS 
language implementing the Capital One NSA. 

(a) The DMCS language implementing the Capital One NSA required that Capital 
One “pay the greater of either (1) all address correction service fees under 
Fee Schedule 91 1, as specified by the Postal Service, for pieces receiving 
address correction service.” No similar requirement is imposed on Bank One. 
Please explain the rationale for not imposing a similar requirement on Bank 
One. 

(b) Please explain how the $200,000 figure was determined. 

RESPONSE: 

a. DMM G911.2.1 .f provides that agreements comparable to the Capital One 

agreement must have a transactional penalty or minimum payment. The parties 

negotiated a minimum payment in the Bank One agreement. 

b. The figure was arrived at through negotiations between Bank One and the Postal 

Service. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-4. Please refer to 612.33 to Attachment A of the Request, which states 
"if the percentage change is an increase or a decrease of greater than 5%, the 
threshold shall be adjusted upward or downward by the difference between the 
percentage change and 3%." 

(a) Please explain how this formula was determined, and its rationale. 
(b) Please explain the rationale for adjusting the Discount Threshold, consisting 

of number of pieces, based upon percentage change from year to year in the 
sum of the number of Bank One's credit card and checking accounts. 

RESPONSE: 

a. The precise formula was negotiated between Bank One and the Postal Service. 

b. The rationale for adjusting thresholds is to ensure that the negotiated thresholds 

remain at an appropriate level over the term of the agreement in the event that 

exogenous factors cause a significant change in the size and scope of Bank 

One's activity 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKEn TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-5. Please refer to 612.34, Subparts (a), (b) and (c), to Attachment A of 
the Request. 

(a) Please define the term “portfolio” as that term is used in Subparts (a) and (c). 
(b) Subpart (a) refers to “annual First-class Mail volume in excess of 10 million 

pieces but less than 300 million pieces,” while Subpart (b) refers to “annual 
First-class Mail volume of over 300 million pieces.” Other than these two 
quoted phrases, please explain the significance of the differences in wording 
between Subpart (a) and Subpart (b). 

(c) Please explain how the 300 million figure was determined, and its rationale. 
(d) Please define the phrase “active accounts” as that term is used in Subpart 

(e)  For Bank One, please provide the total number of credit card and checking 
accounts, and the number of “active” credit card and checking accounts. 

(f) For Bank One, 
(i) 

(ii) 

(iii) 

(iv) 

( 4 .  

What is the average annual number of customer account pieces sent 
to one “active account?” 
What is the average annual number of First-class solicitation mail 
pieces sent to one “active account?” 
What is the average annual number of customer account pieces sent 
to an account that is not “active?” 
What is the average annual number of First-class solicitation mail 
pieces sent to an account that is not “active?” 

(9) Please explain how the formula in Subpart (c), quoted below, was 
determined, and its rationale: “the discount threshold will be adjusted 
downward by the product of the number of active accounts lost or sold 
multiplied by 12.” 

(h) Please cite the source(s) relied upon for your response(s) to (d) - (9, above. 
(i) Please provide all documentation consulted in your response(s) to (d) - (9, 

above. 

RESPONSE: 

a,) As used in Section 614.34 (a) and (c), a “portfolio” is a group of 

established credit card or financial accounts with a 12 month history of 

mailings, which Bank One may buy from or sell to another entity. 

b.) Subpart b deals with the consolidation of a much larger entity, for which 

integration is likely to require longer lead times. Therefore, a more 

appropriate basis for adjusting thresholds is the period before integration 

rather than the period before merger. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKE- TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

c.) The figure was negotiated between the parties, and represents a meeting 

of the minds regarding the threshold at which integration of mailing 

activities is sufficiently complicated that longer lead times are required 

d.) Active accounts are those in which customers have received a statement 

within the prior twelve months. 

e.) In Attachment 1 of his testimony, witness Buc calculates that Bank One 

has 40.3 million credit card accounts. According to Bank One's most 

recent annual report (www. ban kone.com/resources/2003~financials.pdf), 

the total number of personal demand accounts is 4.773 million and the 

number of business demand accounts is ,513 million. I do not have 

records of Bank One's active accounts during the same period nor does 

anyone in the Postal Service, to the best of my knowledge. 

f,) I do not have the average numbers requested nor does anyone in the 

Postal Service, to the best of my knowledge. Please see my response to 

subpart (e) above. 

9.) The formula was negotiated between the parties, based on the premise 

that 12 mailings per year was a reasonable approximation of the number 

of pieces an active account would receive. 

h.) Information on total accounts is reported in Bank One's annual report. A 

link to the report can be found at: 

httR://www.shareholder.com/iDmoraanchase/annual.cfm ("Bank One 2003 

Annual Report and Proxy Statement"). 

i.) There are no documents to provide in response to this section 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-6. Please refer to Attachment F of the Request, which contains the 

NSA between the Postal Service and Bank One, Article 111. H. 3. - 5. 

(a) Please explain the circumstances under which the situation described in 

(b) Please explain the circumstances under which the situation described in 

(c) Please explain the circumstances under which the situation described in 

Article 1 1 1 .  H. 3. might occur, and provide a numeric example. 

Article 1 1 1 .  H. 4. might occur, and provide a numeric example. 

Article 1 1 1 .  H. 5. might occur, and provide a numeric example. 

RESPONSE: 

a. For example, if in quarter X of the agreement, Bank One’s actual mail volume 

were 130 million pieces compared with a threshold of 125 million pieces, they 

would earn a discount of (5,000,000*$.025) = $125,000. 

b. Using the same example, at the conclusion of quarter X, the Postal Service will 

report total permit activity to Bank One, and calculate the appropriate discount as 

described above. 

c. Again using the same example, if at the end of the year including quarter X it was 

determined that Bank One’s total First-class Mail were only 4 million pieces over 

the appropriate threshold, Bank One would have received $25,000 in unearned 

discounts. As described in the agreement, the Postal Service would then issue 

an invoice seeking payment of the $25,000. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-7. Please refer to Attachment F of the Request, which contains the 
NSA between the Postal Service and Bank One, Article II. G. 2. For purposes of the 
following questions, assume the Postal Rate Commission has recommended, and the 
Board of Governors has approved and set an implementation date of November 30, 
2004. 

(a) Do you anticipate that Bank One will notify the Postal Service that it intends to 

(b) If Bank One notifies the Postal Service that it intends to utilize the six-month 

utilize the six-month extension to May 31, 2005, to begin compliance with the 
Address Change Service (ACS) requirements? Please explain. 

extension, on what date are Bank One's First-class solicitation mail pieces 
eligible for discounts? Please explain. 

mail pieces prior to beginning compliance with the ACS requirements? 
Please explain. 

(d) Does Bank One intend to install the MPTQM program and achieve a self- 
assessment score of 95 percent? Please explain. 

(c) Will Bank One receive discounts for otherwise eligible First-class solicitation 

RESPONSE: 

The question appears to refer to enhanced NCOA rather than ACS requirements. As it 

pertains to enhanced NCOA, my answers are as follows. 

a) No. I do not anticipate that Bank One will notify the Postal Service about an 

extension of the enhanced NCOA processing for solicitation addresses, because 

I expect them to be in compliance with those requirements. 

b) The pieces so described would be eligible for discounts when the remaining 

conditions of the NSA are met 

c) It is possible that Bank One may be eligible for discounts before the addresses 

used for its solicitations are processed through NCOA every 90 days. 

d) Unlike Capital One, Bank One uses a vendor to prepare all of its mailings. 

However, I also understand that Bank One's primary vendor is already MPTQM 

certified. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-8. Please refer to you testimony at page 8, lines 13-15, and the 
Commission's opinion in Docket No. MC2002-2, at pages 68-70. 

(a) Please confirm that the Postal Service developed an analysis of the type 
described by the Commission with respect to Bank One's future demand for 
First-class solicitation mail. If so, please provide the analysis. If not please 
explain. 

future demand for First-class solicitation mail so as to provide an incentive to 
increase the incremental volume of solicitation mail. 

(b) Please explain how each incremental volume block relates to Bank One's 

RESPONSE: 

a) The Postal Service did not fit a demand curve for Bank One as illustrated in the 

Commission's opinion in Docket No. MC2002-2, at pages 68-70. As I noted in 

my testimony (USPS-T-1 at 1 I), I relied on the analysis of Postal Service witness 

Eakin (USPS-RT-2) from MC2002-2. 

b) Witness Rapport's testimony (BOC-T-1) describes the overall effect of the 

agreement on Bank One's demand. Witness Buck testimony (BOC-T-2) 

illustrates the way in which the size of blocks affects the ROI calculations that 

determine demand for First-class Mail advertising. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-9. Please refer to your testimony at page 9, lines 12-16. What is the 
“logical correlation” in terms of the number of pieces for Bank One? 

RESPONSE: 

Banks issue statements to accountholders. Therefore the number of statements mailed 

by banks will be correlated with the number of accounts. See also my response to 

OCNUSPS-TI-5 (9. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKE'TT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-IO. Please refer to your testimony at page 13, footnote 2. 
(a) Please confirm that there will be forwarded mail cost savings accruing to the 

Postal Service for the duration of the Bank One NSA. If you do not confirm, 
please explain. If you do confirm. please explain the basis for your affirmative 
response. 

cost savings accruing to the Postal Service for the duration of the Bank One 
NSA. If you do not confirm, please explain and provide the estimate. If you 
do confirm, please explain. 

(b) Please confirm that the Postal Service did not estimate the forwarded mail 

RESPONSE: 

a) Confirmed that the availability of ACS information and Bank One's 

commitments to employ such data in future mailings are likely to reduce the 

number of forwardable pieces. This is expected to reduce the costs 

associated with handling forwarded mail from Bank One. In the Response of 

Postal Service Witness Crum to Presiding Officer Information Request No.2, 

Question 7 in Docket No. MC2002-2 (November 21, 2003), the estimated cost 

of forwarding a mail piece was $0.307. 

b) Confirmed. In the absence of empirical information on Bank One's forwarding 

rate, or on the frequency with which it mails to the same address, it is not 

possible to reliably estimate these savings. We expect to be able to measure 

these savings once empirical information is available. This lends further 

credence to the conservatism of our assumptions as described in my 

testimony at pages 12-13 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-I 1. Please refer to Attachment F of the Request, which contains the 
NSA between the Postal Service and Bank One, Article 1 1 1 ,  Paragraph E. This 
paragraph permits Bank One to set quarterly volume thresholds, subject to the 
requirement that at least 18 percent of its annual volume estimate be allocated to each 
quarter. 

(a) Would you expect Bank One to allocate quarterly volumes so as to maximize 
the expected net present value of discounts? If not, why not? 

(b) If Bank One's forecast volume for a quarter were less than 18 percent of 
forecast annual volume (meaning no opportunity to earn discounts in that 
quarter), would you expect Bank One to set the volume threshold for that 
quarter at 46 [IO0 - 3*18] percent of forecast annual volume (so as to make 
the thresholds in the other three quarters as low as possible, /.e., 18 
percent)? If not, why not? 

(c) If Bank One's forecast volume for all quarters were 25 percent of forecast 
annual volume, would you expect Bank One to set the thresholds for the first 
three quarters at 18 percent (so as to earn discounts sooner rather than 
later)? If not, why not? 

(d) Do you expect the quarterly threshold mechanism to provide any benefits to 
the Postal Service? If so, what are they? 

RESPONSE: 

a) I would expect that all of Bank One's conduct and business decisions will be 

guided by the goal of maximizing the company's overall profits. Maximizing the 

net present value of the discounts may not necessarily be the strategy that 

maximizes Bank One's overall profits. 

b-c) I would not. The question suggests that Bank One's goal is to maximize its 

discounts, when in fact Bank One's goal is to maximize its profits. For the 

purposes of this agreement, those profits are likely to be maximized through the 

creation of additional accounts. Consequently I would expect Bank One to seek 

ways to properly signal its internal business units so as to maximize their ability 

to grow accounts. As in any organization these signals are likely to be shaped by 

internal budgeting, resource allocation, and other business decisions. While it's 



241 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

theoretically possible that all of these considerations would result in a threshold 

allocation scheme as described above, I think it extremely unlikely. 

d.) The Postal Service expects the declining block incentives to result in additional 

First-class Mail advertising, and consequently more bills and statements. It is 

probable that quarterly thresholds will accelerate account creation when 

compared with a single annual threshold. Therefore, the Postal Service would 

benefit from getting more mail sooner. 
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OCNUSPS-TI-12. Please refer to 612.31 of Attachment A to the Request containing 
proposed DMCS language implementing the Bank One NSA. Since the J.P. Morgan 
Chase - Bank One merger is complete, please provide the first-year Discount Threshold 
for the J.P. Morgan Chase - Bank One merged entity. 

RESPONSE: 

Please see the Response of Bank One witness Rappaport to OCNBOC TI-14. 
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OCA/USPS-T1-13. Please refer to Attachment B to the Request, and Rate Schedule 
612A and Rate Schedule 612B. 

(a) Since the J.P. Morgan Chase - Bank One merger is complete, please provide 
Rate Schedule 612A for the J.P. Morgan Chase - Bank One merged entity. 

(b) Since the J.P. Morgan Chase - Bank One merger is complete, please provide 
Rate Schedule 6128 for the J.P. Morgan Chase - Bank One merged entity. 

RESPONSE: 

Please see the Response of Bank One witness Rappaport to OCNBOC TI-14. 
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OCNUSPS-TI-14. Please refer to 612.34(a) and (b) of Attachment A to the Request 
containing proposed DMCS language implementing the Bank One NSA. Since the J.P. 
Morgan Chase - Bank One merger is complete, please confirm that under 612.34(a) 
and (b), the size of the incremental volume blocks in Rate Schedule 6128 will be the 
same size as Rate Schedule 612A, Le., 25 million (minus I), 25 million (minus I), 25 
million (minus I), 35 million (minus I ) ,  and 35 million (minus 1). If you do not confirm, 
please explain. 

RESPONSE: 

Confirmed that the size of the blocks will be the same. See also Response of Bank One 
witness Rappaport to OCNBOC TI-14. 
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OCA/USPS-T1-15. Please refer to your testimony at page 8, lines 13-15, and the 
Commission’s opinion in Docket No. MC2002-2, at pages 71-73. 

(a) Please confirm that the Postal Service has developed an analysis of the type 
described in the Commission’s opinion with respect to Bank One. If you do 
confirm, please provide the analysis. If you do not confirm, please explain. 

(b) Please explain how, in the absence of an analysis referred to in part (a) 
above, the Postal Service has avoided the “design defects” described in the 
Commission’s opinion with respect to the declining block rates applicable to 
Bank One under the NSA. 

RESPONSE: 

a. Not confirmed. The analysis was not done in part because NSA rules do not require 

this type of analysis. More importantly, the analysis relates to an NSA that is comprised 

solely of declining block rates, as it does not account for the ACS savings. The rules 

appropriately focus of the financial analysis on the financial impact of the NSA, which 

would necessarily require an analysis of the total impact, not just the impact of two 

components (leakage and new contribution.) 

b. The “design defects” described in the Commission’s opinion appear to consider 

declining block rates absent other considerations. As the Bank One NSA also produces 

net contribution gains from ACS savings it has a different design, and therefore would 

not be subject to the same defects. Moreover, appendix A to my testimony estimates 

the financial impact of the agreement and takes into account leakage, new contribution, 

and ACS savings. 
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OCAIUSPS-TI-16. Please refer to Appendix A of your testimony. Since the J.P. 
Morgan Chase - Bank One merger is complete, please provide your AppendixA for the 
J.P. Morgan Chase - Bank One merged entity. 

RESPONSE: 

Please see the Response of Bank One witness Rappaport to OCNBOC TI - I4  
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OCNUSPS-TI-17. Please refer to pages 12 and 13 of your testimony, 

a. Did you perform or obtain different projections of Bank One's before- andlor 
after-rates volumes for the years that the NSA will be in effect? If so, please 
provide such projections and supporting documentation. If not, why not? 

Did you perform or obtain (e.g., from Finance) analyses of the effect of the NSA 
on postal finances other than the analysis contained in Appendix A of your 
testimony? If so, please provide such analyses and supporting documentation. 
If not, why not? 

b. 

RESPONSE: 

a. 

b. 

See USPS response to POlR 1, question 4 

I did not perform or obtain any other analyses (other than those sponsored by 

Bank One witness Buc (USPS-T-2) in this docket). In analyzing the NSA, I 

used the same method employed by witness Crum in MC2002-2. Deviations 

from witness Crum's technique are explained in Appendix B of my testimony. 

See also USPS response to POlR 1, question 4. 
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OCNUSPS-TI-18. Please refer to page 16 of your testimony. 

a. Please assume that Bank One's Year-I before-rates volume estimate of 571 
million pieces is normally distributed. Please confirm that under this assumption, 
the probability that before-rates volumes in Year 1 would be greater than 571 
million is 50 percent. If you do not confirm, please explain, provide the correct 
probability, and show its derivation. 

Please assume that Bank One's Year-I before-rates volume estimate of 571 
million pieces is normally distributed with coefficient of variation of ten percent. 
I. 

b. 

Please confirm that under these assumptions, the probability that before- 
rates volumes in Year 1 would be greater than 571 million is 50 percent. If 
you do not confirm, please explain, provide the correct probability, and 
show its derivation. 
Please confirm that under these assumptions, the probability that before- 
rates volumes in Year 1 would be greater than 586 million is 
approximately 40 percent. If you do not confirm, please explain, provide 
the correct probability, and show its derivation. 
Please confirm that under these assumptions, the probability that before- 
rates volumes in Year 1 would be greater than 601 million is 
approximately 30 percent. If you do not confirm, please explain, provide 
the correct probability, and show its derivation. 
Please confirm that under these assumptions, the probability that before- 
rates volumes in Year 1 would be greater than 616 million is 
approximately 22 percent. If you do not confirm, please explain, provide 
the correct probability, and show its derivation. 

11. 

... 
111. 

iv. 

RESPONSE: 

a. Confirmed only that if one assumes that Bank One's probable year one before 

rates mail volumes are normally distributed about a mean of 571 million, then by 

definition there is a 0.5 probability that before rates volume will exceed 571 

million pieces 

b. Confirmed only that the probabilities assigned by the question to specific volume 

levels follow correctly from the parameters assumed by the question. There is no 
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reason to believe, however, that a probability distribution of Bank One’s year one 

before rates volumes can be plausibly defined according to these parameters 
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OCNUSPS-TI-19. Please refer to the attachment to this interrogatory and confirm that 
under the Commission’s MC-2002-2 methodology, the stop-loss volume for Bank One 
would be 616.6 million pieces. If you do not confirm, please provide the correct volume 
and show its derivation. 

RESPONSE: 

Not confirmed. The attached worksheet (line 15) shows “BOC TYBR Equilibrium 

Solicitation Letter Volume” to be 581.6 million pieces. This appears to be incorrect, and 

should instead be identified as “BOC TYBR Equilibrium First-class Mail Letter Volume.” 

Furthermore, if Bank One were to attain volumes of 616.6 million pieces, then the 

expected ACS savings would be substantially larger than the $2.5 million calculated in 

the attached worksheet. By assuming that solicitations are a fixed proportion of Bank 

One’s letter mail volume at all volume levels, the attached worksheet erroneously 

assumes that growth from 571 million pieces of mail to 616 million pieces would come 

predominantly from statements. If, as is likely, the volume growth prompted by the NSA 

will consist predominantly of solicitations, then the cost savings will be considerably 

larger (because statements for currently active accounts by definition tend to have 

addresses with a very low UAA rate). For example, if 100% of the incremental volume 

consists of solicitation mail, then a volume of 616.6 million pieces would produce ACS 

savings for letters under the NSA of approximately $3.2 million with a combined ACS 

savings for letters and flats of $9.5 million. 
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Page 1 of 2 

BANK ONE NSA 
Stop Loss Estimate 

TABLE 1 
ACS Related Savings 

Manual Flat Returns Unit Cost 
Manual Letter Returns Unit Cost 
Electronic Flat Returns Unit Cost 
Electronic Letter Returns Unit Cost 
BOC Return Rate - Solicitation Letters 
BOC Return Rate - Solicitation Flats 
Address Change Service (ACS) Success Rate 
BOC TYBR Customer Mail Volume 
BOC TYBR Solicitation Letter Volume 
BOC TYBR Solicitation Flats Volume 
Solicitation Letters % of TYBR Letter Volume 
Solicitation Flats % 

$1.06 
$0.55 
$0.45 
$0.34 

9 % 
1 1 % 
85% 

506,650,000 
29,387,000 
35,043,000 

5.4823% 
100% 

BOC ACS Unit Cost Savings - Letters 

BOC ACS Unit Cost Savings - Flats 

BOC TYBR Equilibrium Solicitation Letter Volume 

Total ASC Cost Savings - Letters 

Total ASC Cost Savings - Flats 

$0.00087234 

$0.05726308 

581,600,577 

$507,353 

$2,006,670 

Total ASC Test Year Savings I $2,514,0231 

Volume Block 
[ T I  

TABLE 2 
Discount Leakage 

Incremental Discount 
Volume Discount Leakage 

[31 [2] = [lb] - [la] 141 = PI * I31 
[a1 [bl 

535,000,001 to 560,000,000 24,999,999 $0.025 $625,000 
560,000,001 to 585,000,000 24,999,999 $0.030 $750,000 
585,000,001 to 610,000,000 24,999,999 $0.035 $875,000 
610,000,001 to I 616,600,5771 6,600,576 $0.040 $264,023 
645,000,001 to $0.045 $0 
680,000,001 to $0.050 $0 

I $2,514,0231 
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Page 2 of 2 

TABLE 1 
Notes 8, Sources 

[ I ]  USPS-T-I (Plunkett), Appendix A, page 1 
[2] USPS-T-1 (Plunkett), Appendix A, page 1 
[3] USPS-T-I (Plunkett), Appendix A, page 1 
[4] USPS-T-1 (Plunkett), Appendix A, page 1 
[5] USPS-T-1 (Plunkett), Appendix A, page 1 
161 USPS-T-1 (Plunkett), Appendix A, page 1 
[7] USPS-T-1 (Plunkett), Appendix A, page 1 
[a] USPST-1 (Plunkett), Appendix A, page 2 
[9] USPS-T-I (Plunkett), Appendix A, page 2 

l l O l  USPS-T-I (Plunkett). ADDendix A. Daae 2 ,. . .  . .  - il I j  = [9] /([a] +' [9]) 
[I21 Percent of solicitation flats eligible for ACS 
(131 = ([21 - 141) * [51 * [71 * [ I  11 

[I51 = Table2 [lb] - ([IO] -43,000) 
[16] = [I31 * [I51 
[I71 = 1141 * 1101 
[ la]  = [16] + [I71 

~141 = (PI - PI) * [GI * [71* 1121 

TABLE 2 
Notes and Sources: 

[ I ]  Request, Attachment B 
[3] Request, Attachment B 
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OCNUSPS-TI-20. Please assume that Bank One's Year-I before-rates volume 
estimate of 571 million pieces is normally distributed. Under this assumption, please 
confirm that the coefficient of variation of that estimate must be no greater than 4.86 
percent in order for the probability of the Postal Service's not losing money to be greater 
than 95 percent. If you do not confirm, please provide an estimate of the maximum 
coefficient of variation and explain its derivation. 

RESPONSE: 

Not confirmed. With the parameters assumed by the question, the probability is 0.95 

that volume would not exceed 616 million pieces. Based on the calculations presented 

in OCAIUSPS-TI-19, this is the level where expected ACS savings are presumed to 

equal discounts paid under the terms of the NSA. Notwithstanding the errors cited in 

my response to OCA/USPS-TI-19, there is an even more fundamental error in the 

calculations offered in OCA/USPS-TI-19: they assume that the NSA will yield a net 

gain in contribution from new volume of zero. Even if one were to assume that Bank 

One would have sent 616 million pieces without the NSA, an assumption that there will 

be no new volume as a result of the incentives provided by the NSA is at odds with the 

testimony of witness Rappaport (BOC-T-1) and witness Buc (BOC-T-2). Stated 

otherwise, the question assumes (1) that exogenous factors would cause Before Rates 

volume to exceed the estimated level of 571 million pieces by a wide margin, yet would 

have no effect on After Rates volume, and (2) the declining block rate discounts offered 

in the NSA would have no effect on the volume of First Class mail entered by Bank 

One. Both assumptions are illogical and unsupported by any data I have seen. 

I am unable to provide alternative estimates. While it would be possible to solve 

for a standard deviation such that expected discounts would equal expected ACS 
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savings, even a minimal volume response would ensure positive contribution to the 

Postal Service. 
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OCNUSPS-TI-21. Please provide an estimate, and explain its derivation, of the 
coefficient of variation of Bank One's 
a. 
b. 
c. 

Year 1 volume estimate of 571 million pieces; 
Year 2 volume estimate of 571 million pieces; 
Year 3 volume estimate of 571 million pieces. 

RESPONSE: 

As commonly used, the term "coefficient of variation" normally refers to the degree of 

uncertainty associated with an arithmetic mean. To derive coefficients of variation for 

these volume estimates would therefore require an observed pattern of variation 

between the actual result and the forecast value. Moreover, it would imply that the 

methodology used to develop the observed pattern of variance was also used to 

produce the forecast. As the Bank One forecast was not prepared in this way, and in 

fact was produced solely for use in this docket, It is not possible to derive a meaningful 

estimate of these terms. 
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OCNUSPS-TI-22. Please confirm that ceteris paribus the coefficient of variation of a 
volume projection increases as one projects farther into the future. If you do not 
confirm, please explain. 

RESPONSE: 

Not confirmed. While it is not the purpose of my testimony to offer opinions on the 

principles of forecasting, it is my understanding that, depending on the variable that is 

being forecast, longer range estimates may be more reliable than shorter range 

estimates. For instance, commodity prices may exhibit short-term volatility while being 

relatively stable over longer periods. This does not necessarily mean that it is in any 

way easier to produce a precise point estimate in a period that is farther in the future. 

See also my response to OCNUSPS-TI-21. In this instance it should be pointed out 

that the forecasts used in this case were not produced through sampling or regression 

analysis, but instead incorporated business judgment from a senior Bank One 

executive. Moreover, the testimony of Bank One witness Buc (BOC-T-2) shows that the 

additional volume of First Class solicitation mail that will be generated by the proposed 

rate discounts is likely to be greater than the Postal Service has assumed in its financial 

and cost analysis in this case 
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OCNUSPS-TI-23. Please confirm that 85 percent of Bank One’s mail that shifts from 
Standard to First-class will incur new electronic return costs. Please confirm that 15 
percent of Bank One’s mail that shifts from Standard to First-class will incur new 
manual return costs. If you do not confirm, please explain. If you confirm, please 
indicate where this cost is accounted for in Appendix A of your testimony. 

RESPONSE: 

Not confirmed. Of the mail that shifts from Standard to First-class Mail, I have assumed 

that 7.7 percent (0.09*0.85) will receive electronic returns, and 1.3 percent (0.09*.15) 

will be returned manually. I included costs for these First-class Mail physical and 

electronic returns when calculating “Contribution from New Volume” in Appendix A of 

my testimony. 



258 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-24. Please refer to your testimony at VI. Discount Cap, pages 15-17, 
and PRC Op. MC2002-2, page 154, footnote 83, which states: 

This excludes any potential increased contribution as a result of Capital 
One responding to the declining block rate structure by increasing its volume of 
First-class Mail. The commission is excluding this potential contribution ‘because 
the record does not provide an adequate basis for evaluating the response of 
Capital One (and its competitors) to the declining block rates. See Chapter V, 
Section M, for the analysis leading to this conclusion. 

Please expand on your testimony and address the Commission’s concern with respect 
to unknown before rates volumes and the unknown response to discounts. 

Response: 

The record in this case addresses the Commission’s concerns on several 

levels. First, it shows that Before Rates First-class marketing letter volume-the only 

type of First-class mail volume over which Bank One appears to have significant 

discretion-would have to increase by nearly 300 percent over Bank One’s current 

marketing letter volume before the resulting “leakage” from the NSA rate discounts 

outweighed the ACS cost savings potential generated by the Before Rates volume. See 

my response to Presiding Officer’s Information Request No. 1, Question 7 (filed July 26, 

2004). 

Also, the record shows that an unanticipated increase in Before Rates volume of 

this magnitude is extremely unlikely. Bank One’s historical volumes, in contrast to those 

of Capital One, have been quite stable in recent years. See USPS-T-1 (Plunkett 

Direct), App. A, p. 2. Moreover, the terms of the NSA establishing an annual threshold 

adjustment and merger adjustments provide structural safeguards against the risk that 

Bank One could obtain volume-related discounts for increases in First-class Mail 

volume caused by a merger or an organic increase in the scale of Bank One’s business. 

See NSA 77 1II.F (annual threshold adjustment) and IV (merger adjustments) 
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Moreover, the co-proponents of the NSA in this case have submitted a more 

sophisticated and thorough analysis of the anticipated financial effects of the proposed 

block discount schedule, including the effects of leakage, new contribution and ACS 

savings, than the proponents submitted to the Commission in the Capital One case. 

See Plunkett Direct (USPS-T-I), App. A; response of USPS witness Plunkett to OCA 

interrogatory OCA-USPS-TI-15; Buc Direct (BOC-T-2). In particular, Mr. Buc's 

testimony provides a sophisticated model of the optimization analysis used by credit 

card marketers to choose between Standard Mail and First-class Mail solicitations. 

Relying on publicly available data, Mr. Buc shows that the proposed discount blocks 

will, under a range of plausible assumptions, elicit enough additional First Class Mail 

volume to generate a positive contribution to the Postal Service. Buc Direct (BOC-T-2). 

The record shows that a stop-loss provision (or cap) would not eliminate financial 

risk for the Postal Service, but would substitute one risk for another. This is because a 

cap on total discounts creates the risk of choking off volumes that an incentive 

otherwise would induce. This is particularly true for the Bank One NSA: losses in 

contribution from the choked-off volume could be very large. Thus, imposing a cap 

would replace an insignificant risk with a substantial one. Bank One witness Buc has 

prepared an analysis based upon his the model presented in Mr. Buc's testimony (BOC- 

T-Z), which shows an 80 percent chance that imposing an annual $2.5 million cap would 

reduce the contribution made by Bank One's mail to institutional costs by $9 million per 

year. Over the three year term of the NSA, the lost contribution could approach $40 

million. Witness Buc today will provide this analysis in a partially redirected response to 

this interrogatory. 
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Additionally, the risks to the Postal Service from capping discounts transcend this 

case, particularly if the cap is limited to ACS cost savings. Many other banks have large 

quantities of Standard Mail solicitations. An appropriate discount incentive could enable 

the Postal Service to induce a large share of this volume to migrate to First-class Mail, 

benefiting the Postal Service, banks, and other mailers. Limiting the discounts to the 

costs savings generated by solicitations currently mailed as First-class Mail, however, 

would have a chilling effect on future functionally equivalent NSAs of this kind. Few 

other banks currently send enough First-class Mail solicitations to justify the energy, 

time, and money needed to obtain a functionally equivalent NSA with discounts capped 

at ACS savings on Before Rates First-class volumes. 

Finally, the volume forecasts in the Capital One NSA case were revised mid- 

case to show that the TYBR and TYAR volume forecasts were the same, since the 

revised TYBR forecast was below the discount threshold. The lack of expected growth 

in that case limited the potential gain in contribution. However, in the instant case, the 

volume forecasts demonstrate a robust response to the proposed discount structure. 
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OCNUSPS-TI-25. Please refer to your testimony at VI. Discount Cap, pages 15-17, 
and PRC Op. MC2002-2, page 154, para. [8025], which states: 

Third party mailers will be unharmed by the NSA so long as the dollar amount of 
the volume discounts the Postal Service makes available to Capital One is not 
greater than the costs it avoids as a result of the return mail feature of the 
agreement. 

Please explain how the Postal Service has protected third party mailers from harm 
should the dollar amount of the volume discounts provided to Bank One exceed the 
costs avoided as a result of the return mail feature of the Bank One NSA. 

Response: 

Please see my response to OCNUSPS-TI-24. 

Furthermore, any meaningful risk analysis must recognize that the financial risks 

run in both directions. As explained in response to interrogatory OCA-USPS-TI-24, the 

risk of not pursuing an NSA is not zero. Ignoring the cost savings on existing volume, 

the Postal Service would lose without the NSA 19 million pieces in Year 1 and 99 million 

pieces in Years 2 and 3 of the agreement. The potential lost opportunity to the Postal 

Service is, at minimum, identified below. 

YEARi YEAR 2 
Volume 19.055.000 99.055.000 
Contribution $0.163 $0.157 

Lost 
Opportunity $3,096,946 $15,586,528 

'MC2004-3 USPST-1-Appendix A page 10 line 9 

YEAR3 
99,055,000 

$0.152 

$1 5,053,473 
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The chart above illustrates that no NSA, at a minimum, means an opportunity cost of 

$33.7 million in additional contribution over the term of the NSA. Moreover, this new 

contribution is an important component that helps to protect third party mailers. 



263 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-26. Please refer to your testimony Appendix A, pages 3,4 and 5 

Please confirm that the "WEIGHTED AVERAGETTOTAL" of 498,514,731 and 
59,603,231 in column 11 on pages 4 and 5, respectively, sum to 558,117,962, 
the "Total Pieces" in column (3) on page 3. If you do not confirm, please explain. 

On page 4, please explain how the "WEIGHTED AVERAGETTOTAL" of 
498,514,731 in column 11 was derived. Show all calculations. 

On page 5, please explain how the "WEIGHTED AVERAGETTOTAL" of 
59,603,231 in column 11 was derived. Show all calculations. 

Please confirm that the volumes for the specified Nonautomation Presort Letters 
and Automation Presort Letters rate categories in column 11 on pages 4 and 5 
sum to the volumes of the same Nonautomation Presort Letters and Automation 
Presort Letters rate categories on page 3, column 1. If you do not confirm, 
please explain. 

On page 4, please explain how the volumes of Nonautomation Presort Letters 
and Automation Presort Letters in column 11 were derived. Show all 
calculations. 

On page 4, please provide all calculations that show the derivation of the 
percentages in column 12 associated with Nonautomation Presort Letters and 
Automation Presort Letters. 

On page 5, please explain how the volumes of Nonautomation Presort Letters 
and Automation Presort Letters in column 11 were derived. Show all 
calculations. 

On page 5, please provide all calculations that show the derivation of the 
percentages in column 12 associated with Nonautomation Presort Letters and 
Automation Presort Letters. 

Response: 

(a) Confirmed. 

(b) The total of 498,514,731 is the total sum of the Bank One's statement volume 

at the different rate categories. These values are the reconciled volume numbers from 

the USPS Permit system and Bank One, as shown below: 
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FIRST-CLASS MAIL LETTERS 

Nonautomation Presort Letters 16,896,034 
Automation Presort Letters 
Automation Mixed AADC 3,462,228 
Automation AADC 5,935,849 
Automation 3-Digit 321,218,301 
Automation 5-Digit 150,886,728 
Automation Carrier Route 115,591 

WEIGHTED AVERAGE I TOTAL 498,514,731 

Volume (Column 11) 

(c) The total 59,603,231 is the total sum of the Bank One's marketing volume at 

the different rate categories. These values are the reconciled volume numbers from the 

USPS Permit system and Bank One, as shown below: 

FIRST-CLASS MAIL LETTERS 
Nonautomation Presort Letters 5,469 

Automation Presort Letters 
Automation Mixed AADC 159,789 
Automation AADC 157,854 
Automation 3-Digit 20,459,211 
Automation 5-Digit 38,358,545 
Automation Carrier Route 462,363 

WEIGHTED AVERAGE I TOTAL 59,603,231 

Volume (Column 11) 

(d) Confirmed 

(e) The volumes of Nonautornation Presort Letter and Automation Presort Letter 

in column 11 are actual Bank One volumes broken into rate categories. The only 

calculations used were to sum specific rate categories across all permits. 
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(9 Please see the following chart 

Rate Category Volume I Total Volume = Percentage 
Nonautomation Presort Letters 16.896.034 498,514 731 3 39% 

Automation Presort Letters 
Automation Mixed AADC 3 462,228 498,514,731 0 69% 
Automation AADC 5 935 849 498.514 731 1 19% 
Automation 3-Digit 321,218 301 498.514.731 64 44% 
Automation 5-Digit 150,886 728 498,514,731 30 27% 
Automation Carrier Route 115 591 498,514,731 0 02% 

WEIGHTED AVERAGE I TOTAL 498,514,731 100.00% 

The percentages are calculated by dividing the “Volume” for each rate category column 

by the “Total Volume”. This is reflected in footnote (12) on page 4 of Appendix A. 

(9) Please see answer (e) above. 

(h) Please see the following chart: 

Rate Category Volume I Total Volume = Percentage 
Nonautomation Presort Letters 5,469 59,603,231 0.01% 

Automation Presort Letters 
Automation Mixed AADC 159,789 59,603,231 0.27% 
Automation AADC 157,854 59,603,231 0.26% 
Automation 3-Digit 20,459,211 59,603,231 34.33% 
Automation 5-Digit 38,358,545 59,603,231 64.36% 
Automation Carrier Route 462,363 59,603,231 0.78% 

WEIGHTED AVERAGE I TOTAL 59,603,231 100.00% 
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OCNUSPS-TI-27. Please refer to your testimony Appendix A, pages 4 and 5 

(a) On page 4, in columns (14) and (16), please confirm that the “Total Unit Cost 
Estimates, Including Contingency” of 0.107 and 0.107, respectively, are not used 
anywhere in Appendix A. If you do not confirm, please explain. 

On page 5, in columns (14) and (16), please confirm that the “Total Unit Cost 
Estimates, Including Contingency” of 0.146 and 0.129, respectively, are not used 
anywhere in Appendix A. If you do not confirm, please explain. 

Please explain the rationale for calculating, and intended use of, the figures 
referred to in parts (a) and (b) of this interrogatory. 

(b) 

(c) 

Response: 

(a) Please see the Errata that the Postal Service will be filing this week 

concerning the Contingency. 

(b) Please see the Errata that the Postal Service will be filing this week 

concerning the Contingency. 

(c) Pease see the Errata that the Postal Service will be filing this week 

concerning the Contingency. 
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continued REVISED 
of the term equilibrium -which could generally be interpreted as stable or 

normal - is inherently problematic as it mistakenly suggests a normative 

relationship between the earned discounts and ACS cost savings. 

Not confirmed. The “equilibrium” Before Rates volume of 619,172,944 would 

only permit (Le., incent) Bank One to mail 48,092,944 (619,172,944 minus 

571,080,000) additional pieces (above Bank One’s Before Rates volume 

figure) in Year 2, approximately 0.5 (48,092,944 /99,055,000) times Bank 

One’s Year 1 estimated volume response of 99 million pieces. Also, note 

that, as discussed by witness Buc (BOC-T9), Bank One’s volume response 

could be much larger than 99 million pieces. See also my response to part b. 

Not confirmed. The “equilibrium” Before Rates volume of 621,853,081 would 

only permit (i.e., incent) Bank One to mail 50,773,081 (621,853,081 minus 

571,080,000) additional pieces (above Bank One’s Before Rates volume 

figure) in Year 3, approximately 0.5 (50,773,081 /99,055,000) times Bank 

One’s Year 3 estimated volume response of 99 million pieces. Also, I note 

that, as discussed by witness Buc (BOC-T-2), Bank One’s volume response 

could be much larger than 99 million pieces. See also my response to part b. 

c. 

d. 
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OCNUSPS-TI-28. Please refer to PRC Op. MC2002-2, pages 152-156, and the 
attachment to this interrogatory. 

Please confirm that in Table 3, the calculated stop-loss estimate for Bank One is 
consistent with the Commission's calculation of the stop-loss estimate with 
respect to Capital One. If you do not confirm, please explain and provide the 
correct stop loss estimate. Please show all calculations. 

Refer to Table 2 in Year 1. Please confirm that the equilibrium Before Rates 
(BR) volume of 616,600,577 would permit Bank One to mail 81,600,576 
(616,600,577 - 535,000,001) additional pieces in Year 1, more than 4.3 
(81,600,576 / 19,055,000) times Bank One's Year 1 estimated volume response 
of 19 million pieces. If you do not confirm, please explain. 

Refer to Table 2 in Year 2. Please confirm that the equilibrium BR volume of 
619,172,944 would permit Bank One to mail 84,172,943 (619,172,944 - 
535,000,001) additional pieces in Year 2, or 0.8 (84,172,943 /99,055,000) times 
Bank One's Year 2 estimated volume response of 99 million pieces. If you do 
not confirm, please explain. 

Refer to Table 2 in Year 3. Please confirm that the equilibrium BR volume of 
621,853,081 would permit Bank One to mail 86,853,080 (621,853,081 - 
535,000,001) additional pieces in Year 2, or 0.9 (86,853,080 /99,055,000) times 
Bank One's Year 3 estimated volume response of 99 million pieces. If you do 
not confirm, please explain. 

RESPONSE: 

a Confirmed. 

b. Not confirmed. While the calculations appear to be correct, the "equilibrium" 

Before Rates volume of 616,600,577 would only permit (Le., incent) Bank 

One to mail 45,520,577 (616,600,577 minus 571,080,000) additional pieces 

(above Bank One's Before Rates volume figure) in Year 1, approximately 2.4 

(45,520,577 I 19,055,000) times Bank One's Year 1 estimated volume 

response of 19 million pieces. Also, I note that, as discussed by witness Buc 

(BOC-T-2), Bank One's volume response could be much larger than 19 

million pieces. See also my response to OCNUSPS-T-1-19. Moreover, use 
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continued 
c. of the term equilibrium -which could generally be interpreted as stable or 

normal - is inherently problematic as it mistakenly suggests a normative 

relationship between the earned discounts and ACS cost savings. 

Not confirmed. The “equilibrium” Before Rates volume of 619,172,944 would 

only permit (Le., incent) Bank One to mail 48,092,944 (619,172,944 minus 

571,080,000) additional pieces (above Bank One’s Before Rates volume 

figure) in Year 2, approximately 0.5 (48,092,944 /99,055,000) times Bank 

One’s Year 1 estimated volume response of 99 million pieces. Also, note 

that, as discussed by witness Buc (BOC-T-2), Bank One’s volume response 

could be much larger than 99 million pieces. See also my response to part b. 

Not confirmed. The “equilibrium” Before Rates volume of 621,853,081 would 

only permit (Le,, incent) Bank One to mail 50,773,081 (621,853,081 minus 

571,080,000) additional pieces (above Bank One’s Before Rates volume 

figure) in Year 3, approximately 0.5 (50,773,081 / 99,055,000) times Bank 

One’s Year 3 estimated volume response of 99 million pieces. Also, I note 

that, as discussed by witness Buc (BOC-T-2), Bank One’s volume response 

could be much larger than 99 million pieces. See also my response to part b. 

d. 

e. 
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OCAIUSPS-TI -28 

Page 1 of 5 

111 
121 
131 

BANK ONE NSA 
Stop Loss Estimate 

TABLE I 
Year I - ACS Related Savinas 

Manual Letter Returns Unit Cost 
Manual Flat Returns Unit Cost 
Electronic Letter Returns Unit Cost 
Electronic Flat Returns Unit Cost 
BOC Return Rate - Solicitation Letters 
BOC Return Rate - Solicitation Flats 
Address Change Service (ACS) Success Rate 
BOC BR Customer Mail Volume 
BOC BR Solicitation Letter Volume 
BOC BR Solicitation Flats Volume 
Solicitation Letters % of BR Letter Volume 
Solicitation Flats % 

BOC ACS Unit Cost Savings - Letters 

BOC ACS Unit Cost Savings - Flats 

BOC BR Equilibrium Letter Volume 

Total ASC Cost Savings - Letters 

Total ASC Cost Savings - Flats 

Total ASC Savings 

TABLE 2 
Year 1 - Discount Leakaae 

Incremental 

$0.55 
$1.06 
$0.34 
$0.45 

9% 
11% 
85% 

506,650,000 
29,387,000 
35,043,000 

5.4823% 
100% 

$0.00087234 

$0.05726308 

581,600,577 

$507,353 

$2,006,670 

I $2,514,0231 

Discount 
Volume Block Volume Discount 

111 (21 = [I bl - [I a] 131 
[a1 [bl 

535,000,001 to 560,000,000 24,999,999 $0.025 $625,000 
560,000.001 to 585,000,000 24,999,999 $0.030 $750.000 

Leakaae 
141= 121 * [31 

585,000,001 to 610,000,000 24,999,999 $0.035 $875,000 
610,000,001 to I 616,600,5771 6,600,576 $0.040 $264,023 
645,000,001 to $0.045 $0 
680,000,001 to $0.050 $0 

Total I $2,5 14,0231 

Difference - ACS Savings and Discount Leakage $0.053747 
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Page 2 of 5 

BANK ONE NSA 
Stop Loss Estimate 

TABLE I 
Year 2 - ACS Related Savinas 

Manual Letter Returns Unit Cost 
Manual Flat Returns Unit Cost 
Electronic Letter Returns Unit Cost 
Electronic Flat Returns Unit Cost 
BOC Return Rate - Solicitation Letters 
BOC Return Rate - Solicitation Flats 
Address Change Service (ACS) Success Rate 
BOC BR Customer Mail Volume 
BOC BR Solicitation Letter Volume 
BOC BR Solicitation Flats Volume 
Solicitation Letters % of BR Letter Volume 
Solicitation Flats % 

$0.57 
$1.10 
$0.36 
$0.47 

9% 
11% 
85% 

506,650,000 
29,387,000 
35,043,000 

5.4823% 
100% 

BOC ACS Unit Cost Savings - Letters 

BOC ACS Unit Cost Savings - Flats 

BOC BR Equilibrium Letter Volume 

Total ASC Cost Savings - Letters 

Total ASC Cost Savings - Flats 

$0.00090723 

$0.05955361 

584,172,944 

$529,981 

$2,086,937 

Total ASC Savings I $2,616,9181 

TABLE 2 
Year 2 - Discount Leakaae 

Incremental Discount 
Volume Block Volume Discount Leakaae 

[I1 [ 2 ] = [ l b ] - [ l a ]  [31 [41= [21 [31 
[a1 Ibl 

535,000,001 to 560,000,000 24,999,999 $0.025 $625,000 
560,000,001 to 585,000,000 24,999,999 $0.030 $750,000 
585,000,001 to 610,000,000 24,999,999 $0.035 $875,000 
610,000,001 to I 619,172,9441 9,172,943 $0.040 $366,918 
645,000,001 to $0.045 $0 
680,000,001 to $0.050 $0 

Total I $2,616,9181 

Difference - ACS Savings and Discount Leakage $0.028813 
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Page 3 of 5 

. .  

161 
171 

BANK ONE NSA 
Stop Loss Estimate 

TABLE 1 
Year 3 - ACS Related Savinas 

Manual Letter Returns Unit Cost 
Manual Flat Returns Unit Cost 
Electronic Letter Returns Unit Cost 
Electronic Flat Returns Unit Cost 
BOC Return Rate - Solicitation Letters 
BOC Return Rate - Solicitation Flats 
Address Change Service (ACS) Success Rate 
BOC BR Customer Mail Volume 
BOC BR Solicitation Letter Volume 
BOC BR Solicitation Flats Volume 
Solicitation Letters % of BR Letter Volume 
Solicitation Flats % 

$0.60 
$1 .I5 
$0.37 
$0.48 

9% 
11% 
85% 

506,650,000 
29,387,000 
35,043,000 

5.4823% 
100% 

BOC ACS Unit Cost Savings - Letters 

BOC ACS Unit Cost Savings - Flats 

BOC BR Equilibrium Letter Volume 

Total ASC Cost Savings - Letters 

Total ASC Cost Savings - Flats 

$0.00094352 

$0.06193575 

586,853,081 

$553,709 

$2,170,414 

Total ASC Savings 

Volume Block 
111 

TABLE 2 
Year 3 - Discount Leakaae 

Incremental 

I $2,724,1231 

Discount 
Volume Discount Leakaae 

[2]=[lb]-[ la]  [31 [41= PI * [31 
[a1 [bl 

535,000,001 to 560,000,000 24,999,999 $0.025 $625,000 
560,000,001 to 585,000,000 24,999,999 $0.030 $750,000 
585,000,001 to 610,000,000 24,999,999 $0.035 $875,000 
610,000,001 to 1 621,853,0811 11,853,080 $0.040 $474,123 
645,000,001 to $0.045 $0 
680,000,001 to $0.050 $0 

Total I $2,724,1231 

Difference - ACS Savings and Discount Leakage $0.022822 
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TABLE 1 
Notes & Sources 

[ l ]  USPST-1 (Plunkett), Appendix A, page 1 
[2] USPST-1 (Plunkett), Appendix A, page 1 
[3] USPST-1 (Plunkett), Appendix A, page 1 
[4] USPST-I (Plunkett), Appendix A, page 1 
[5] USPST-I (Plunkett), Appendix A, page 1 
[SI USPST-1 (Plunkett), Appendix A, page 1 
[7] USPST-I (Plunkett), Appendix A, page 1 
[8] USPST-I (Plunkett), Appendix A, page 2 
[9] USPS-T-I (Plunkett), Appendix A, page 2 

[IO] USPST-1 (Plunkett), Appendix A, page 2 

[I21 Percent of solicitation flats eligible for ACS 
1131 = ([I1 - 19) * [SI VI * 11 11 
1141 = (121 - [41) * [SI * [71 1121 
[I51 =Table2 [lbl-([IO]-43,000) 
[IS] = [13] * [I51 
[I71 = [14] * [ lo]  
[IS] = [16] + 1171 

[ I  11 = PI 1 (PI + A) 

TABLE 2 
Notes and Sources: 

[ I ]  Request, Attachment B 
[3] Request, Attachment B 
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BANK ONE NSA 

TABLE 3 
Calculation of Total StoD Loss Estimate 

Return 
Discount cost 

Year 1 616,600,577 $2,514,023 $2,514,023 
Year 2 61 9.172.944 $2.616.918 $2.616.918 . .  . .  . .  
Year 3 621,853,081 $2,724,123 $2,724,123 

$7,855,064 
Passthrough Percent 95 Yo 

STOP LOSS ESTIMATE I $7,462,3111 

Notes and Sources 
[ l ]  & [2] TABLE 2, for the year indicated 

[3] TABLE 1, for the year indicated 
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OCNUSPS-TI-29. Please refer to your testimony at Appendix A, page 1. 

(a) Please confirm that Bank One’s first-year ACS unit cost saving for solicitation 
letters is $0.00087234 [($0.55 - 0.34) 0.09 * 0.85 * 0.0548231, where ($0.55 - 
0.34) is the difference between manual return unit costs and electronic return unit 
costs, 0.09 is Bank One’s physical return rate, 0.85 is the ACS success rate, and 
0.054823 is the ratio of Bank One’s BR solicitation letter volume to the sum of 
Bank One’s BR customer mail and solicitation letter volume. If you do not 
confirm, please explain. 

Please confirm that Bank One’s first-year ACS unit cost saving for solicitation 
flats is $0.05726308 [($1.06 - 0.45) * 0.1 1 0.85 1.001, where ($1.06 - 0.45) is 
the difference between manual return unit costs and electronic return unit costs, 
0.1 1 is Bank One’s physical return rate, 0.85 is the ACS success rate, and 1 .OO 
is the percentage of Bank One’s BR solicitation flats volume eligible for ACS. If 
you do not confirm, please explain. 

(b) 

RESPONSE: 

a. Generally confirmed although I would state it differently. Bank One’s first- 

year ACS cost savings for First-class Mail solicitation letters divided by all 

Bank One First-class Mail letters is 50.00087234 

b. Confirmed. 
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OCNUSPS-TI-30. Please refer to your testimony at page 9, lines 12-19. 

Please confirm that the annual threshold adjustment (see Bank One NSA, Article 
III.F., and proposed DMCS 612.33) provides a specific mechanism to address 
the risks of exogenous factors as they relate to future statementloperational mail 
volumes. If you do not confirm, please explain. 

Please confirm that there are exogenous factors that can affect the BR volumes 
of marketing mail. If you do not confirm, please explain. 

Please confirm that there are exogenous factors that can affect the AR volumes 
of marketing mail. If you do not confirm, please explain. 

If your response to parts (b) and (c) of this interrogatory is in the affirmative, 
please identify and describe such exogenous factors. 

Please identify and explain specific provisions of the Bank One NSA and 
proposed DMCS that explicitly recognize and attempt to the mitigate risks of the 
exogenous factors identified in part (d) above as they relate to future marketing 
mail volumes. 

RESPONSE: 

a. Confirmed. 

b. Confirmed, although to the extent that one compares AR and BR volumes 

during the same period, exogenous impacts could be considered identical 

such that any difference between AR and BR volumes would be the result of 

a difference in postage prices. 

See my response to part b. 

A comprehensive list of all the exogenous factors that could affect mail 

volume is not possible, as it would have to include all possible 

macroeconomic and microeconomic variables that could be demonstrated to 

have an effect on credit card marketing. For example, the prices of paper and 

c. 

d. 
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continued 
other inputs, consumer confidence, interest rates, competitive pressure, and 

customer response rates all affect mail volumes 

It is not clear that any exogenous factors, including those listed in response to 

part (d), pose a risk to the success of the NSA. The relevant risks arise not 

from the possibility that before rate volumes will be higher or lower than 

projected, or that after rate volumes will be higher or lower than projected, but 

from the possibilities that the differential between after and before rate volume 

will be smaller than projected. If, in the unlikely circumstance that the Before 

Rates volumes will be materially higher than projected, it is probable that the 

exposure or ‘discount leakage’ has been underestimated. However, by that 

same token the projected ACS cost savings will also have been 

underestimated, thus mitigating the loss from the additional leakage. 

e. 

The terms of the NSA establishing an annual threshold adjustment 

and merger adjustments provide structural safeguards against the risk that 

Bank One could obtain volume-related discounts for increases in First-class 

mail volume caused by a merger or an organic increase in the scale of Bank 

One’s business, rather than by the discounts. See NSA 77 1II.F (annual 

threshold adjustment) and IV (merger adjustments). Beyond that, it is not 

evident that any other exogenous factors would pose a risk to the profitability 

of the NSA for the Postal Service. While those factors may cause Bank 

One’s actual before-rate volumes to vary from the projected before-rate 

volumes, the same factors would tend to cause Bank One’s actual afler-rate 

volumes to vary from projections in the same direction and approximately the 
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continued 
same magnitude. Moreover, the testimony of Bank One witness Buc (BOC-T- 

2) indicates that the differential between Bank One’s before- and after-rate 

volume is likely to be even greater than the Postal Service’s financial analysis 

has assumed. 

Finally, it is important to emphasize that any risk analysis must also take 

account of the financial risks to the Postal Service from a rate cap. As 

explained in my answer to OCA-USPS-TI-24, and the partially redirected 

answer of Bank One witness Buc, a cap on total discounts would pose a 

greater risk to the Postal Service’s contribution than does the absence of a 

cap. 
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OCNUSPS-TI-31. Please refer to PRC Op. MC2002-2, pages 152-156, and to 
Table 4 below. (An Excel file has been filed on-line to accompany this 
interrogatory.) 
(a) Please confirm that in Table 4, which presents stop-loss estimates based 

upon a sensitivity analysis of the ratio of solicitation letter mail to total 
letter mail (herein "Letter Ratio"), the calculated stop-loss estimates for the 
Bank One - JPMC merged entity at the indicated Letter Ratios is 
consistent with the Commission's calculation of the stop-loss estimate with 
respect to Capital One. If you do not confirm, please explain and provide 
the correct stop loss estimates. Please show all calculations. 
Please confirm that adjusting the "BOC - JPMC Return Rate - Solicitation 
Letters" in Table 1, line [2] by the percentages shown in Table 4, column 
[I] (holding the Letter Ratio constant at 5.4823%) will produce the same 
Total Stop Loss Estimate shown in Table 4, column [3]. If you do not 
confirm, please explain. Please show all calculations. 
Please provide an estimate (or range) of the Letter Ratio for the Bank One 
- JPMC merged entity. 

(b) 

(c)  

TABLE 4 
SUMMARY TABLE 

Total Stop Loss Estimate 
Sensitivitv Analysis 

% Chg 
Letter 
Ratio 

[I1 

-20% 
0% 

20% 
40% 
60% 
80% 

100% 
200% 
400% 
600% 
800% 
900% 

Adjusted 
Letter 
Ratio 

121 

4.3858% 

6.5787% 
7.6752% 
8.7716% 
9.8681% 

10.9645% 
16.4468% 
27.4114% 
38.3759% 
49.3404% 
54.8227% 

5.4823% 

Total 
stop Loss 
Estimate 

[31 

$7,974,373 
$8,492,021 
$9,014,505 
$9,541,893 

$1 0,074,132 
$10,610,286 
$1 1,150,167 
$13,917,498 
$19,770,175 
$26,103,848 
$32,988,267 
$36,659,987 
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RESPONSE: 

(a) Confirmed that these calculations appear to be correct. 

(b) Not confirmed. When I attempted to reproduce these results according to 

these instructions I produced the following. 

OCAIUSPS-TI-31 
TABLE 4 

SUMMARY TABLE 
MODIFIED VERSION 

Total Stop Loss Estimate 
Sensitivitv Analvsis . 

% Chg 
Return 
Rate 
111 

-20% 

0% 

20% 

40% 

60% 

80% 

100% 

200% 

400% 

600% 

800% 

900% 

Adjusted 
Letter Ratio 

121 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

5.4823% 

Total Stop Loss 
Estimate 

131 

$ 7,983,781 

$ 8,492,021 

$ 9,000,261 

$ 9,508,501 

$ 10,016,741 

$ 10,524,981 

$ 11,033,221 

$ 13,574,421 

$ 18,656,822 

$ 23,739,223 

$28,821,623 

$31,362,824 

c) See Response to OCAIBOC-TI-19. 
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OCNUSPS-TI-32. Table 1 of this interrogatory summarizes the mean, standard 
deviation, and coefficient of variation for monthly pieces mailed by Bank One 
based on data provided in OCNBOC-TI-l(c) and in OCNBOC-TI-l(b). Similar 
data are presented for Capital One, based on information presented in the 
Capital One NSA case, MC2002-2. The monthly data that provide the basis for 
the calculations of the statistics for Bank One are summarized in Table 2. The 
monthly data that provide the basis for the calculations of the statistics for Capital 
One are presented in Table 3. The data and calculations are also provided in the 
electronic file BOCCV.xls. Please confirm that for First-class Solicitation Mail the 
coefficient of variation for Bank One is 0.42; that for Standard Mail the coefficient 
of variation for Bank One is 0.38; and that for First-class Solicitation Mail the 
coefficient of variation for Capital One is 0.35. If you do not confirm, please 
explain your answer in detail. 

Table 1 

Millions of Pieces per Month Mailed by Type o f  Mailing 

FC Customer Mail FC Solicitation Mail Total FC Mail Standard Mail 
Bank One 
Mean 37.3 7.4 44.7 89.3 
Standard Deviation 3.0 3.1 4.7 34.0 
Coefficient of Variation 0.079 0.42 0.10 0.38 

Capital One 
Mean 34 2 
Standard Deviation 10 9 
Coefficient of Variation 0 32 

70 5 104 5 54 0 
24 7 30 7 34 3 
0 35 0 29 0 64 

Notes 
Bank One Standard Mail source data from Jan 02-May 04 by month 
Bank One First-class Customer and Soliciation mail source data from AP4 2000 t o  AP13 2003 
Capital One All source data from October 98 through September02 by month 
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Table 2 

2000AP4 
2000AP5 
2000AP6 
2000AP7 
2000AP8 
2000AP9 

2000AP10 
2000AP11 
2000AP12 
2000AP13 
2001AP1 
2001AP2 
2001AP3 
2001Ap4 
2001AP5 
2001AP6 
2001AP7 
2001APB 
2001AP9 

20OlAPlO 
2001APll 
2001AP12 
2001AP13 
2002AP1 
200 ZAP2 
2002AP3 
2002Ap4 
2002AP5 
2002AP6 
2002AP7 
200 ZAP8 
2002AP9 

2002AP10 
2002AP1 1 
200ZAP12 
2002AP13 
2003AP1 
2003AP2 
2003AP3 
2003AP4 
2003AP5 
2003AP6 
2003AP7 
2003AP8 
2003AP9 

ZOO3APlO 
2003APll 
2003AP12 
2003AP13 
2004AP1 
2004AP2 
2004AP3 
Std Dev 
Mean 

Coefficient o f  Variation 

Bank One: Mailings by Posial Senrice AP 
Customer Mail Solicitation Total First Class 

Millioiis o f  Pieces 
33.5 
32.7 
32.4 
33.5 
32 

34 6 
36.5 
35.2 
35.5 
39 3 
37 

37 1 
32 6 
40 

35 2 
36 5 
35.5 
34.8 
37 

39 3 
36 7 
38.6 
42.3 
34.1 
37 3 
31 9 
43.7 
39.2 
40.5 
40 9 
39 8 
38.9 
38.8 
38.9 
36 4 
41 4 
34.8 
36.4 
36.6 
43.3 
36 8 
36 4 
41.8 
39.6 
39.2 
39.3 
36 8 
38 1 
41S 
37.6 
36 5 
33 6 

2.959 
37.306 
0.079 

4 3  
5.6 
5.3 
4.9 
6.4 
4 7  
6 

14.9 
4.7 
15.1 

6 
7.3 
9.3 
8.2 
13.2 
8.2 
7.4 
8.1 
13.3 

8 
5 1  
4.5 
5 

8.9 
8.5 
5.4 
8.8 
7.3 
5.1 
4 7  
8.9 
8.3 
5.8 
14.5 
5.5 
1 4 ~ 7  
2.2 
2.5 
3.5 
8.2 
5.5 
8.7 
8.8 
7.5 
10.3 
4 9  
4.5 
8.9 
6.7 
6.9 
5 9  
8 7  

3.104 
7.415 
0.419 

37 8 
38 3 
37 7 
38 4 
38 4 
39 3 
42 5 
50 1 
40 2 
54 4 
43 

44 4 
41 9 
48 2 
48 4 
44 7 
42 9 
42 9 
50 3 
47 3 
41 8 
43 1 
47 3 
43 

45 8 
37 3 
52 5 
46 5 
45 6 
45 6 
48 7 
47 2 
44 6 
53 4 
43 9 
56 1 
37 

38 9 
40 1 
51 5 
42 3 
45 1 
50 6 
47 1 
49 5 
44 2 
41 3 
47 

48 2 
44 5 
42 4 
42 3 
4 680 
44 721 
0 105 

Standard 
Date 
Jan 
Feb 
Mar 

April 

June 
July 
Aug 
Sept 
O d  
Nov 
Dec 
Jan 
Deb 
Mar 

April 

June 
July 

Sept 
O d  
Now 
Dac 
Jan 
Feb 
Mar 

April 

May 

May 

Au9 

May 

Mail 
Millions 

75 2 
93 9 
77 1 
93 9 
91 7 
151 2 
1194 
152 9 
86 6 
117 3 
81 9 
119 7 
59 5 
76 1 
65 7 
66 5 
32 8 
72 6 
31 
86 

71 1 
124 9 
68 9 
68 8 
46 

129 4 
59 6 
1628 
106 8 
34 054 
89 293 
0 381 

Source. MC20M-3, OCAIBOC-Ti-l(a) for First-Class Maii 
MC2004.3. OCNBOC-TI-l(b) for Standard Maii 



283 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

Table 3 

Capital One: Monthly Mailings 
Date Customer Solicitation Total Standard 

0698 20,000,000 64,312,211 84,312,211 2279,673 
N D V S  20,mO.OOO 84,513,668 104,513.668 1,248,749 
D E C S  20.mO.000 70,330,103 90,330,103 698,236 
Jan99 20,093,585 48,713,996 68,807.581 4,704,266 

Mail FC Mail FC Mail Mail 

Feb39 18,936,302 
Mar39 21,429,647 
Apr99 20,237,967 
May99 21,433,755 
Jun39 21,315,898 
Ju139 22,366,363 
Aug39 22,218,406 
Sep39 22283,276 
Oct99 23,753,037 
N ~ 3 9  24,924,804 
Dec39 28,323,271 
Jan40 25,733,873 
FebM) 24,438,019 
MarM) 27,320,181 
Apr4D 29,480,138 

JunOO 30,470,815 
Jul40 30,068,221 

May40 30,351,077 

AugM) 
SepM) 

NovM) 
DecM) 
Jan41 
Feb41 
Mar41 
April1 
MayOI 
JunOl 
JuilOl 
AugOl 
SepOl 
octo1 

Decal  
Jan42 
FebOZ 
Mar42 
AprO2 
May42 
JunO2 
JuIO2 
~ ~ 9 4 2  

octo0 

NovOl 

32.449.688 
31 289.392 
35,458,663 
36.222.564 
38.333.630 
37538.604 
37.228.200 
40.595 396 . .  
33.584.21 6 
39,613,572 
40.094.283 
43,936,373 
41,780,602 
40,206,176 
46,379,476 
42.7s.595 
49,050,084 
49,347,570 
46.41 6,492 
50,472,716 
50,248,542 
51,306,612 
48 ,I 62,673 
48,732 ,I 81 
50 ,mO ,000 

51.91 1,135 
101,113,831 
53 185 873 . .  
42,784,936 
51.91 1,418 
82,763,889 
45,709,167 
47,420,011 
78,771,652 
99 036 307 . .  
56,759,404 
90,404,633 
35,453,537 
53,057,033 
33,846,756 
53,642,857 
82,813,549 
63,641,402 

70,847.437 6.81 5,494 
122,543.478 5,442,520 

21 569 499 73 423 840 
64,278,631 21,335,863 
73,227,315 15,785,065 

105,130,852 27,986,822 
67,927,573 66,617 ,I 01 
63,703,287 42,448,557 

102,524.689 30,248,391 
123,961.111 15,345,511 
85,082.675 7,921,155 

1 16,138,506 56,792,786 
59,891,556 34,437,081 
80,377.21 4 39.61 4,873 
68,326,834 28,331,357 
83,933,934 50.397 ,I 91 

113,284.364 55,393,585 
93,703,623 47,304,323 

48,333,024 80.782.71 2 66,828,624 
52860401 84149793 105033 143 , .  , .  . .  
36,680,749 72,139.41 8 1 19,564,723 
69,978,222 106,200.786 82,904,126 
69,555,071 107,888,701 32,121,903 
71,609,132 109,147.736 94,006,455 
67,678,601 104,906.801 73,448,261 
79,707,334 120,302,790 85,245,080 
53,734.1 53 93,318,369 93,752,823 
68,816,452 108,430,024 94,422,524 
50,499,839 90,594,122 63,251,136 
77,390.674 121,327,047 70,807,874 
61,920.684 103.701.286 101,295,653 
81,359.208 121,565.384 69,564,731 

109,959,062 156,338.538 88.01 0.1 49 
I 23,429,831 166.186.426 88,765,050 
1 14,868,000 163,918,084 25 ,I 36,785 
111,473,290 160,820,850 105,436,265 
97,834,068 144.31 0,560 83,400,395 

1 18,835,045 169,307,761 86,376,653 
98 ,I 76.51 6 148,425,058 97 .I 44 , I  93 

121,404,738 172,711,350 76,604,133 
56,909,685 105,072,358 54.91 6,252 
36,351,765 85,083,346 41,894,720 
43 ,om ,000 93 ,ooo.ooo 

SepBZ c o , m o o o  c4omcoo ii40co.030 
Mean 3421757377 7049COE192 103707C35G9 539037C902 

Std Dev 10894158 ia 2 4 7 3 3 5  74 ~ 6 7 2 7 8 8  78 34327313 76 
Coefficiei 0 32 0 35 0 23 0 64 

Source: COS-T-2, MC2002-2. Oirect Testimony of Stuart Elliott. Exhibit 2 
MC2Ul2-2. O C f f C O S - R 8 .  
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RESPONSE: 

Partially confirmed. The coefficient of variation for the Bank One monthly volume 

data on First-class Solicitation Mail included in your question is 0.43, not 0.42. 

The other two statistics that you asked me to confirm are correctly derived from 

the monthly data included in your question. Although you did not ask me to 

confirm the other values, some are incorrect. Attachment OCA-USPS-TI-32 

presents the correct summary statistics for all values. 

While I see little value in monthly coefficients of variation in evaluating any aspect 

of the deal, it is noteworthy that the coefficient of variation for Total-First Class 

Mail is much smaller for Bank One than it is for Cap One, as is the coefficient of 

variation for Standard Mail. 



2 8 5  

Bank One 
Mean 
Standard 
Deviation 
Coefficient of 
Variation 

Capital One 
Mean 
Standard 
Deviation 
Coefficient of 
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First-class 
Customer 
Mail 

37.4 

3.0 

0.079 

34.2 

10.9 

n- 

Attachment OCA-USPS-TI -32 

44.8 

I 

89.3 

104.7 

U.5L Variation 
I 

54.0 

First-class 
Solicitation 
Mail 

7.4 

3.2 

0.43 

70.5 

24.7 

0.35 

Nntea I 
Bank One: Standard Mail source data from Jan ( 
Bank One: First-class Customer and Solicitation 

by Type of Mailing 
I 

Class Mail Mail 

4.8 I 34.1 

0.11 I 0.38 

x",: 
I 
! through May 04 by month. 
dail source data from AP4 

2000 through AP13 2003. 
Capital One: All source data from October 98 through September 02 by month. 
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OCNUSPS-TI-33. Please refer to the table below, entitled APPENDIX A, page 4, 
(REVISED BY OCA), which contains revisions to the Bank One Model at Appendix A, 
page 4 of your testimony. Please confirm that the table entitled APPENDIX A, page 4, 
(REVISED BY OCA) is an alternative presentation of the Bank One Model that 
separates various calculations in Appendix A at page 4 of your testimony. If you do not 
confirm, please explain and show all calculations. 

RESPONSE: Confirmed that the calculations present a modified version of the 

calculations on page 4 of Appendix A to my testimony, 
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OCNUSPS-TI-34. Please refer to the table below, entitled APPENDIX A, page 5, 
(REVISED BY OCA), which cofltains revisions to the Bank One Model at Appendix A, 
page 5 of your testimony. Please confirm that the table entitled APPENDIX A, page 5, 
(REVISED BY OCA) is an alternative presentation of the Bank One Model that 
separates various calculations in Appendix A at page 5 of your testimony. If you do not 
confirm, please explain and show all calculations. 

RESPONSE: Confirmed that the calculations present a modified version of the 

calculations on page 5 of Appendix A to my testimony 
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OCNUSPS-TI-35. Please refer to the table in your response to POlR No. 1, 
Question 7, and to Table 4 below. (An Excel file, containing Table 4 and Tables 
1 - 3, has been filed on-line to accompany this interrogatory.) Please explain the 
differences between the "downside" risk presented in the table to your response 
to Question 7, and Table 4 below. 

BANK ONE NSA 

TABLE 4 
Net Gain (Loss) at Various Assumed Before Rates Volumes 

Return Net 
Total Discount cost Gain 

Scenario - Year Volume Leakaae Savinas 0 
111 121 131 141= 131- 121 

Plunkett Year 1 590,135,000 $1,554,725 $2,474,276 $91 9,55 1 
Plunkett Year 2 670,135,000 $4,781,075 $2,573,247 ($2,207,828) 
Plunkett Year 3 670,135,000 $4,781,075 $2,676,177 ($2.104.898) 

($3.393.1 75) 

Equilibrium Year 1 616,600,577 $2,514,023 $2,514,023 $0 
Equilibrium Year 2 619,172,944 $2,616,918 $2,616,918 $0 
Equilibrium Year 3 621,853,081 $2,724,123 $2,724,123 $0 

$0 

1 Year 1 645,000,000 $3,650,000 $2,538,797 ($1.111.203) 
1 Year 2 645,000,000 $3,650,000 $2,640,349 ($1.009.651) 
1 Year 3 645,000,000 $3,650,000 $2,745,963 ($904,037) 

($3,024,891) 

2 Year 1 680,000,000 $5,225,000 $2,569,329 ($2,655,671) 
2 Year 2 680,000,000 $5,225,000 $2,672,102 ($2,552,898) 
2 Year 3 680,000,000 $5,225,000 $2,778,986 ($2,446,014) 

($7,654.583) 

3 Year 1 715,000,000 $6,975,000 $2,599,861 ($4,375.139) 
3 Year 2 715,000,000 $6,975,000 $2,703,855 ($4,271,145) 
3 Year 3 715,000,000 $6,975,000 $2,812,009 ($4,162,990) 

($1 2,809,274) 

4 Year 1 750.000.000 $8.725.000 $2.630.393 ($6.094.607) 
4 Year 2 750,000,000 $8,725,000 $2,735,608 ($5,989.392) 
4 Year 3 750,000,000 $8,725,000 $2,845,033 ($5.879.967) 

($17,963,966) 
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RESPONSE: 

Before responding to your question, I would note that your Return Cost Savings 

figures for the "Plunkett" scenario misinterpret Page 7 of Appendix A of my 

testimony. Your table suggests that the ACS Savings figures on Page 7 

correspond to Before-Rates volumes of 590,135,000 in 2004, 670,135,000 in 

2005, and 670,135,000 in 2006. This is incorrect. These savings correspond to 

a Before-Rates volume of 571,080,000 in each of these years, rather than to the 

After-Rates volumes you cite. 

There are two major differences between your Table 4 and the table that I 

provided in response to Presiding Officer's Information Request (POIR) No. 1, 

Question 7. First, the table I provided in response to POIR No. 1, Question 7 

analyzes the impact of Before-Rates First-class Mail marketing letter volumes 

being higher than projected by Mr. Rappaport. In contrast, your Table 4 

assumes that if Before Rates volumes were higher than projected by Mr. 

Rappaport (BOC-T-I), operational (or customer) mail would comprise 

approximately 95 percent of the difference. This is an unrealistic assumption: 

There is no reason why Bank One would increase the frequency of the 

statements and other customer mail it sends to existing accounts in response to 

a decline in the price of First-class postage. Stated otherwise, operational (or 

customer) mail is largely nondiscretionary. Use of this unrealistic assumption 

overstates the reduction in contribution resulting from the assumed increase in 

Before Rates volume. 

Second, the Before Rate volume levels assumed in your Table 4 are significantly 

higher than the volume levels examined in my table. Given Bank One's historical 

volumes, the volume levels examined in your Table 4 are quite unlikely to occur 

in the absence of the NSA. 
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Finally, both tables, by focusing solely on potential downside risk, completely 

ignore the upside potential of the NSA-specifically, the significant increase in 

contribution to USPS institutional costs that will result from Bank One increasing 

its use of First-class Mail marketing letters in response to the NSA. For the 

reasons explained in my testimony and discovery responses, and those of Bank 

One witnesses Rappaport and BUC, the proposed discounts are likely to increase 

the volume of First-class Mail marketing letters entered by Bank One. OCA has 

not seriously disputed this. As OCA itself noted on page 8 of its August 5 reply 

comments on the scope of issues in this proceeding, it is a “well known axiom 

that reducing the price of a product tends to spur consumers of the product to 

buy more of it.” Reasonable people may differ over the precise magnitude of the 

response. It is not reasonable, however, simply to assume that there will be no 

response at all. Hence, a risk analysis of the NSA that ignores the likely increase 

in contribution resulting from an increase in the volume of First-class Mail 

entered by Bank One is one-sided and incomplete. 
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OCNUSPS-TI-36. Please refer to your response to OCNUSPS-TI-19, and the 
attachment to this interrogatory. 

a. Please refer to Table 1,  Year 1 - ACS Related Savings in the attachment. 
Please confirm that BOC's Year 1 ACS unit cost saving for letters is 
$0.01591200 [($0.55 - 0.34) * 0.09 * 0.85 * 1.001, where ($0.55 - 0.34) 
represents the difference between manual return unit costs and electronic 
return unit costs, 0.09 represents BOC's physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC's solicitation 
mail as a percent of extra BR volume. If you do not confirm, please 
explain and show all calculations. 
Please refer to Table 1, Year 1 - ACS Related Savings in the attachment. 
Please confirm that BOC's Year 1 ACS unit cost saving for flats is 
$0.05726308 [($I .06 - 0.45) * 0.1 1 0.85 * 1.001, where ($1.06 - 0.45) 
represents the difference between manual return unit costs and electronic 
return unit costs, 0.1 1 represents BOC's physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC's solicitation 
flats eligible for ACS. If you do not confirm, please explain and show all 
calculations. 
Please refer to Table 1,  Year 1 - ACS Related Savings in the attachment. 
Please confirm that BOC's BR Equilibrium First-class Letter Volume is 
610,040,414 [645,040,414 - (35,043,000 - 43,OOO)l. If you do not confirm, 
please explain and show all calculations. 
Please refer to Table 1,  Year 2 - ACS Related Savings in the attachment. 
Please confirm that BOC's Year 2 ACS unit cost saving for letters is 
$0.01654848 [($0.57 - 0.36) 0.09 * 0.85 * 1.001, where ($0.57 - 0.36) 
represents the difference between manual return unit costs and electronic 
return unit costs, 0.09 represents BOC's physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC's solicitation 
mail as a percent of extra BR volume. If you do not confirm, please 
explain and show all calculations. 
Please refer to Table 1,  Year 2 - ACS Related Savings in the attachment. 
Please confirm that BOC's Year 2 ACS unit cost saving for flats is 
$0.05955361 [($1.10 - 0.47) 0.11 * 0.85 * 1.001, where ($1.10 - 0.47) 
represents the difference between manual return unit costs and electronic 
return unit costs, 0.1 1 represents BOC's physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC's solicitation 
flats eligible for ACS. If you do not confirm, please explain and show all 
calculations. 
Please refer to Table 1,  Year 2 - ACS Related Savings in the attachment. 
Please confirm that BOC's BR Equilibrium First-class Volume is 
615,174,506 [650,174,506 - (35,043,000 - 43,000)]. If you do not confirm, 
please explain and show all calculations. 
Please refer to Table 1,  Year 3 - ACS Related Savings in the attachment. 
Please confirm that BOC's Year 3 ACS unit cost saving for letters is 
$0.01721042 [($0.60 - 0.37) * 0.09 * 0.85 * 1.001, where ($0.60 - 0.37) 

b. 

c. 

d. 

e. 

f. 

g. 
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represents the difference between manual return unit costs and electronic 
return unit costs, 0.09 represents BOC’s physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC’s solicitation 
mail as a percent of extra BR volume. If you do not confirm, please 
explain and show all calculations. 
Please refer to Table 1, Year 3 - ACS Related Savings in the attachment. 
Please confirm that BOC’s Year 3 ACS unit cost saving for flats is 
$0.06193575 [($1.15 - 0.48) 0.11 * 0.85 * 1.001, where ($1.15 - 0.48) 
represents the difference between manual return unit costs and electronic 
return unit costs, 0.1 1 represents BOC’s physical return rate, 0.85 
represents the ACS success rate, and 1 .OO represents BOC’s solicitation 
flats eligible for ACS. If you do not confirm, please explain and show all 
calculations. 
Please refer to Table 1, Year 3 - ACS Related Savings in the attachment. 
Please confirm that BOC’s BR Equilibrium First-class Volume is 
620,763,439 [655,763,439 - (35,043,000 - 43,000)]. If you do not confirm, 
please explain and show all calculations. 

h. 

I. 

RESPONSE: 

(a)-(i) I can confirm your arithmetic if in subparts (f) and (i) you are referring to BR 

Equilibrium First-class Letter Volume, not to BR Equilibrium First-class Volume. 

Please note that the assumptions underlying this method of calculating return cost 

savings at various levels of Before Rates First-class Mail letter volumes produce 

greater cost savings than the method used to generate OCNUSPS-TI-35, Table 4 
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OCNUSPS-TI-37. Please refer to the last sentence in your response to 
OCNUSPS-TI-19, which states “For example, if 100% of the incremental volume 
consists of solicitation mail, then a volume of 616.6 million pieces would produce 
ACS savings for letters under the NSA of approximately $3.2 million with a 
combined ACS savings for letters and flats of $9.5 million.’’ Please provide all 
calculations showing the derivation of the figures used in your example. 

RESPONSE: 

The figures in my response to OCAIUSPS-TI-19 should be $3.7 million and $10 

million. (Please see the errata to the Response of witness Plunkett to 

OCAIUSPS-TI-19.) To calculate these figures, I changed the Before Rates 

marketing mail letter volume in Appendix A, Page 1 for each of Years 1 through 3 

to 74,907,000 (616,600,000-506,650,000-35,043,000). I then applied the model 

in Appendix A. The $3.7 million cost savings from returns for letters is set forth in 

the “Total” column of row (2) of Appendix A, Page 10. The $10 million combined 

ACS savings can be calculated by adding the totals in row (2) and row (3) of the 

same page. 
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OCNUSPS-TI-38. This is a hypothetical question. Please make the following 
assumptions. (1) Unit cost saving for solicitation letters is $0.0159. (2) Unit cost 
saving for solicitation flats is $0.0573. (3) Pre-NSA customer volume is 
506,650,000. (4) Pre-NSA solicitation letter-shaped volume is 29,387,000. (5) 
Pre-NSA solicitation flat-shaped volume is 35,043,000. (6) The difference in 
contribution between Bank One’s First Class and Standard Mail is $0.07. (7) 
There is no quarterly settlement of discounts earned by Bank One. (8) Discount- 
induced volume does not appear until Bank One mails 103,368,725 solicitation 
pieces. 
a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

Do you agree that if Bank One enters 500,000,000 customer pieces in 
Year One, it will receive no discounts and generate no cost savings? If 
you do not agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
500,000,000 pieces, 35,000,000 solicitation flats, it will receive no 
discounts but will generate cost savings of $2,005,500? If you do not 
agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
535,000,000 pieces, 43,000 solicitation flats, it will receive discounts of 
$1,075 (43,000 * $0.025) because the threshold has been exceeded and 
up to 35,000,000 flats are eligible for discounts? Do you also agree that 
the 43,000 solicitation flats will generate additional cost savings of $2,464, 
for a net total benefit to the Postal Service of $2,006,889? If you do not 
agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
535,043,000 pieces, 6,650,000 customer pieces, it will receive additional 
discounts of $166,250 (6,650,000 * $0.025) and generate no additional 
cost savings, for a net total benefit to the Postal Service of $1,840,639? If 
you do not agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
541,693,000 pieces, 18,307,000 solicitation letter-shaped pieces, it will 
receive additional discounts of $467,675 (18,307,000 * $0.025) and 
generate additional cost savings of $291,081, for a net total benefit to the 
Postal Service of $1,674,045? If you do not agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
560,000,000 pieces, 11,080,000 solicitation letter-shaped pieces, it will 
receive additional discounts of $332,400 (1 1,080,000 * $0.030) and 
generate additional cost savings of $176,172, for a net total benefit to the 
Postal Service of $1,517,817? If you do not agree, please explain. 
Do you agree that if Bank One enters, in addition to the above 
571,080,000 pieces, 13,920,000 exogenously-generated solicitation letter- 
shaped pieces, it will receive additional discounts of $417,600 (13,920,000 
* $0.030) and generate additional cost savings of $221,328, for a net total 
benefit to the Postal Service of $1,321,545? If you do not agree, please 
explain. 
Do you agree that if Bank One enters, in addition to the above 
585,000,000 pieces, 25,000,000 exogenously-generated solicitation letter- 
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shaped pieces, it will receive additional discounts of $875,000 (25,000,000 
* $0.035) and generate additional cost savings of $397,500, for a net total 
benefit to the Postal Service of $844,045? If you do not agree, please 
explain. 
Do you agree that if Bank One enters, in addition to the above 
61 0,000,000 pieces, 35,000,000 exogenously-generated solicitation letter- 
shaped pieces, it will receive additional discounts of $1,400,000 
(35,000,000 * $0.040) and generate additional cost savings of $556,500, 
for a net total benefit to the Postal Service of $545? If you do not agree, 
please explain. 
Do you agree that if Bank One enters, in addition to the above 
610,000,000 pieces, 18,725 exogenously-generated solicitation letter- 
shaped pieces, it will receive additional discounts of $843 (18,725 * 
$0.045) and generate additional cost savings of $298, for a net total 
benefit to the Postal Service of $O? If you do not agree, please explain. 
Do you agree that the financial consequences to the Postal Service of 
Bank One's entering the above 610,018,725 pieces are independent of 
the order in which the various types of mail are entered? If you do not 
agree, please explain. 
Do you agree that so long as (1) total Bank One customer volume in Year 
One is 506,650,000 pieces and (2) total Bank One solicitation volume in 
Year One is less than 103,368,725 pieces, the Postal Service makes 
money on the NSA even if  no discount-induced volume appears? If you 
do not agree, please explain. 
Do you agree that if the NSA discounts induce Bank One to mail one new 
piece of solicitation mail, in addition to the above 103,368,725 pieces, the 
Postal Service obtains $0.07 in new contribution while paying $0.045 in 
discounts, for a net gain of $0.025? If you do not agree, please explain. 
Do you agree that if, in addition to the above 103,368,725 pieces, Bank 
One mails 1.2 discount-induced pieces for every exogenously-generated 
piece, the Postal Service obtains $0.084 in new contribution and $0.0159 
in cost savings while paying $0.099 in discounts, for a net gain of 
$0.0009? If you do not agree, please explain. 
Do you agree that if Bank One mails 103,368,726 pieces of exogenously- 
generated solicitation mail and only 1.2 pieces of discount-induced 
solicitation mail, the Postal Service makes money? If you do not agree, 
please explain. 
What is the probability that the Postal Service loses money on the Bank 
One NSA? 

ANSWER: 

a-j. I'm not sure what is meant by "exogenously generated" mail pieces. When 

viewed in isolation, these calculations appear to be correct, if one assumes that 

the period under consideration is one in which the thresholds have not been 
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adjusted for some reason. But considering one component of the NSA in 

isolation, as has been done in this interrogatory, creates an implicit assumption 

that I regard to be implausible: that the creation of price incentives will have no 

effect whatsoever. I would also point out that the calculation in part e appears to 

be incorrect. In part e, the cost savings from the additional 18,307,000 pieces 

equals $457,675 (18,307,000 * $0.025). The calculated net total benefit to the 

Postal Service appears to be correct. 

k. Theoretically, the Postal Service ought to be indifferent if one views the year 

in its entirety. Of course Bank One can not arbitrarily decide to send all of its 

customer mail before sending any of its acquisition mail. Presumably Bank One 

will retain the conventional practice of sending one statement per month to its 

active customers irrespective of the incentives in this agreement. 

I. 

m. I disagree. If the piece of mail is new we would generally not include cost 

savings in the benefit. Moreover, I disagree with the use of the term “pay” as it 

suggests that the Postal Service will incur an expense. In fact there is no payout 

by the Postal Service, but a reduction in net contribution. 

n. With the caveat described in my response to part m this calculation appears 

to have been done in a manner consistent with the approach used in my 

testimony. Similarly, if Bank One were to be prevented from sending these 

pieces -for example through the imposition of an arbitrarily constructed cap on 

incentives - then the Postal Service would forego the same net gain. 

0. Yes. 

p. While it is possible to construct hypothetical sets of assumptions that result in 

small net losses, the agreement with Bank One has been consciously structured 

to insulate the Postal Service from the possibility of a net loss in contribution 

under any plausible scenario. 

I agree, however I regard this scenario as highly improbable. 



299 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

OCNUSPS-TI-39. The following interrogatory concerns Bank One’s “free rider” 
volum es. 
a. Please confirm that in PRC Op. MC2002-2, para. 8016, the Commission 

described “free riders” as ”mail that would have been sent even absent the 
NSA . . . .” If you do not confirm, then explain why not. 

b. Using the definition cited in part a,, please confirm that the Bank One NSA 
contains 36,080,000 “free riders,” determined as follows; 

The NSA (SII1.D.) provides for a threshold for the first year of 535 
million, at which point discounts of 2.5 cents will be paid; these 
discounts continue to be paid up to 560 million pieces. 

I. 

ii. The Before Rates volume forecast is 571,080,000 (Attachment A, 
page 6 (USPS-T- 1)). Discounts of 3 cents are paid up to the 571 
million-piece level (and beyond). 
The Before Rates volume forecast of 571,080, 000 falls within the 
Commission’s description of “volume that would have been sent 
even absent the NSA.” 
If you do not confirm, then state the number of “free riders” in the 
Bank One NSA. Show all calculations and provide all source 
documents. 

c. Please confirm that the Commission concluded that, absent a stop-loss 
provision, “there is a serious risk that discounts given to ‘free riders’ will 
exceed savings to the Postal Service and that other mailers will be worse off 
because of the NSA.” 

iii. 

iv. 

RESPONSE: 

a. Confirmed that the Commission described “free riders” as “mail that would 

have been sent even absent the NSA.” I used the term “exposure” in my 

testimony to refer to the situation where the threshold is set below 

forecasted Before-Rates volume and discounts are given for mail volume 

that would have been mailed even without a price incentive. The term 

“free riders” is a misleading concept in the NSA context because the cost 

of litigating an NSA for a customer carries a significant transaction cost. 

This transaction cost may offset a large share o f - o r  may actually 

exceed-the discounts earned on the “free riders.” Thus, such mail 

pieces are not actually “free”. Please also note that all pieces 

characterized as “free-riders’’ at all times make a positive contribution to 

the Postal Service. 

b. (i)-(iv) Generally confirmed. 
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c. Confirmed that the interrogatory accurately quotes the Commission’s 

Docket  no^ MC2002-2 Opinion and Recommended Decision. Given the 

stability of Bank One’s First-class Mail volumes and the additional cost 

savings that would be generated by higher Before-Rates solicitation 

volumes, I don’t believe that “there is a serious risk that discounts given to 

‘free riders’ will exceed savings to the Postal Service” in the Bank One 

NSA.  

A cost-savings cap would likely choke off First-class Mail 

solicitation letter volumes that would have been mailed with a discount 

incentive in place, thereby limiting the increase in Bank One’s contribution 

to institutional costs which would make other customers worse off. 



301 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORIES OF THE OFFICE OF THE CONSUMER ADVOCATE 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

OCNUSPS-TI-40. For Bank One, please provide an analysis equivalent to that 
submitted by witness Crum at Tr. 2/318-22 (Docket No. MC2002-2), in response 
to POIR 2, question 7. 

In your analysis, address specifically the fact that Bank One’s estimated 
First-class Mail (FCM) solicitation volumes in Year One of the NSA are 
approximately I I % o i  capital One’s FCM solicitation volumes. 
Also, address specifically the fact that in contrast to Capital One, which 
had an obligation to update its address lists within two days of receipt of 
electronic ACS notices (Tr. 2/321), Bank One is given a longer period of 
time - 7 days - to update its address lists. 
Isn’t it generally correct that dividing Capital One’s annual volumes of 
FCM solicitations - 768 million - by the number of delivery points in the 
United States (witness Crum used a figure of 137,682,00, from the Postal 
Service’s 2001 Annual Report; Tr. 2/320) yielded an implied average 
number of pieces per delivery point of 5.6? If you do not agree, please 
explain. 
Isn’t it generally correct that dividing Bank One’s estimated annual 
volumes of First-class Mail solicitations (for Year One of the NSA) - 83.5 
million -yields an implied average number of pieces per delivery point of 
0.62? If you do not agree, please explain. 
Doesn’t a comparison of the figures set forth in parts c. and d., Le., 5.6 
versus 0.62, suggest that the Postal Service is much less likely to benefit 
from avoided forwards in the case of Bank One than it does in the case of 
Capital One? If you do not agree, please explain. 
Please provide discussions comparable to those requested in parts d. and 
e. for Year Two and Year Three of the Bank One NSA. 
Please confirm that an obligation to update address lists within 7 days 
(Bank One) compared to 2 days (Capital One) is likely to result in higher 
costs for the Postal Service for forwarding and returning Bank One’s UAA 
mail as compared to Capital One. If you do not confirm, please explain. 

RESPONSE: 

Witness Crum’s analysis at Tr. 21318-22 (Docket No. MC2002-2) in 

response to Presiding Officer’s information Request (POIR) No. 2, Question 7 
was presented to provide a minimum estimate of the effect of the costs and cost 

savings of providing ACS forwarding notices to Capital One as part of its NSA. 

However, I believe that, with one adjustment, witness Crum’s bounding analysis 

can be applied to Bank One (as well as his general conclusion that cost savings 

from reducing repeat forwards will significantly exceed the cost of providing ACS 

notices). 
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The adjustment is as follows: In his analysis in POlR No 2, Question 7, 

Witness Crum estimated the minimum number of First-class Mail solicitations 

sent by Capital One to each delivery point by dividing Capital One’s total First- 

Class Mail solicitations by the total number of delivery points in the United States. 

As pointed out in this interrogatory, Bank One’s First-class Mail solicitation 

volumes make clear that Bank One does not mail to every delivery point in the 

United States. Therefore, witness Crurn’s “bounding” assumption for estimating 

the number of pieces sent to each delivery point is not appropriate for Bank One. 

Since this assumption is inappropriate, I asked Bank One how many First- 

Class Mail solicitations it sends to delivery points for First-class Mail. Bank One 

indicated that, on average, it sends several First-class Mail solicitations to each 

delivery point. Given that Bank One sends several First-class Mail solicitations 

to each “First-class Mail delivery point“, witness Crum’s conclusion that cost 

savings from reduced forwards exceed the cost of providing ACS notices should 

hold true for Bank One as well. 

Finally, witness Crum’s analysis shows that even if address lists were not 

updated by the time the next solicitation (or even the third or fourth solicitation) is 

sent to the address, the cost savings from reduced forwards would still exceed 

the cost of providing ACS notices. Therefore, I do not think that allowing Bank 

One seven days to update its address lists would change witness Crum’s 

conclusion. 
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OCNUSPS-TI-41. For J.P. Morgan Chase, please provide an analysis 
equivalent to that submitted by witness Crum at Tr. 2/318-22 (Docket No. 
MC2002-2), in response to POlR 2, question 7. 

RESPONSE: 

Please see my response to OCNUSPS-TI-40. Also, note that adding J. P. 

Morgan Chase's First-class Mail solicitation volumes to Bank One's volumes 

should increase the number of pieces per delivery point, thereby increasing cost 

savings from reducing forwards. 
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OCNUSPS-TI-42. Please confirm that Capital One has an obligation to process 
its customer account mail addresses against CASS/NCOA within 30 days prior to 
mailing. (§II.H.I). If you do not confirm, please explain why not. 
a. Also confirm that Bank One has an obligation to process its customer 

account mail addresses against CASSlNCOA much less often than 
Capital One, Le., within 90 days prior to mailing. (§II.G.I). If you do not 
confirm, please explain why not. 
Isn't it correct that Capital One's processing of customer account mail 
addresses against CASS/NCOA 3 times more frequently than Bank One is 
more likely to result in fewer forwards for Capital One customer mail as 
compared to Bank One customer mail? If you do not agree, please 
explain why not. 

b. 

RESPONSE: 

Confirmed. 

a. Confirmed. 

b. Holding all else equal and assuming that Capital One will process its 

customer mail addresses more frequently than Bank One, I confirm. However, 

even if Bank One's customer mail forwarding rate were higher than Capital 

One's, this would not affect the estimated value of the NSA to the Postal Service. 

This is because I have not included any savings or new contribution related to 

Bank One customer account mail in my calculations of the value of the NSA. 
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OCNUSPS-TI-43. Please confirm that Capital One has an obligation to process 
its solicitation mail addresses against CASS/NCOA within 60 days prior to 
mailing. (§ll.H.2). If you do not confirm, please explain why not. 
a. Also confirm that Bank One has an obligation to process its solicitation 

mail addresses against CASSlNCOA less often than Capital One, i.e., 
within 90 days prior to mailing. ($jll.G.2). If you do not confirm, please 
explain why not. 
Isn’t it correct that Capital One’s processing of solicitation mail addresses 
against CASSlNCOA more frequently than Bank One is more likely to 
result in fewer forwards for Capital One solicitation mail as compared to 
Bank One solicitation mail? If you do not agree, please explain why not. 

b. 

RESPONSE: 

Confirmed. 

a. Confirmed. 

b. Holding all else equal, processing solicitation mail addresses more frequently 

might result in fewer forwards. I disagree, however, that that Bank One’s 

processing interval will1 be substantially longer than 60 days. My understanding 

is that, even though the NSA allows a processing cycle as long as 90 days, some 

of Bank One’s solicitations are already being processed within a 60-day cycle, 

and Bank One is changing its internal process shortly to have most of its 

solicitations processed within a 60 day cycle prior to mailing. Furthermore, I 

understand that these internal processes will apply to Standard Mail solicitations 

in addition to First-class Mail solicitations. 
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REVISED 9/1/04 
OCNUSPS-TI-44. Please reproduce Appendix A of USPS-T-1 for J.P. Morgan 
Chase. 

RESPONSE: 

To provide a more complete answer, the Postal Service modeled the 

financial effects of a hypothetical scenario in which integration of all J.P. Morgan 

Chase (“JPM Chase”) mail volumes into the Bank One negotiated service 

agreement (“NSA) occurs on January 1, 2005, the beginning of Year 2 of the 

NSA. Because, under this hypothetical, integration of JPM Chase volumes 

would not occur until Year 2 of the NSA, the model assumes that, in Year 1, only 

Bank One First-class Mail volumes will be counted towards the threshold and be 

eligible to receive discounts in the first year of the NSA. The model is further 

explained in the revised response to OCNUSPS-TI-45. 

The Postal Service relies on the Direct Testimony of Brad Rappaport on 

Behalf of Bank One Corporation (BOC-T-I), as well as several Bank One 

responses to OCA interrogatories. I have reviewed Mr. Rappaport‘s testimony, 

as well as the relevant interrogatory responses, and affirm that they may be 

relied upon in presentation of the Postal Service’s direct case. 
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Return Forecast 
(1) Operational Mail (Ops) 
( la) BankOne 
(1 b) JPM Chase 
(2) 
(2a) BankOne 
(2b) JPM Chase 
(3) 

Marketing Mail - Letters (Mktg) 

Marketing Mail - Flats (Bank One) 

0.34% 0.45% 0.46% 
0.34% 0.34% 0.34% 
0.60% 0.60% 0.60% 
9.00% 6.17% 6.10% 
9.00% 9.00% 9.00% 
4.00% 4.00% 4.00% 

11 .OO% 11 .OO% 11 .OO% 

(4) USPS FCM average return rates 1.23% 1.23% 1.23% 

Unit cost assumptions 
(5) Inflation cost adjustment factor 

(6) Manual Flat Returns Unit Cost 
(7) Manual Letter Returns Unit Cost 
(8) Electronic Flat Returns Unit Cost 
(9) Electronic Letter Returns Unit Cost 
(10) Address Change Service (ACS) Success Rate 

4.0% 4.0% 4.0% 

$ 1.04 $ 1.09 $ 1.13 
$ 0.55 $ 0.57 $ 0.60 
$ 0.45 $ 0.47 $ 0.48 
$ 0.34 $ 0.36 $ 0.37 

85.0% 85.0% 85.0% 

(1 1) Percent of new marketing mail switched from Standard Mail (SM) 100.0% 100.0% 100.0% 

(12) Contingency Factor 1.030 

(1) Weighted average of ( la) and ( lb) 
( la) BOC-T-1 
(1 b) OCNBOC-T1-17 
(2) 
(2a) BOC-T-1 
(2b) OCNBOC-T1-17 
(3) BOC-T-1 
(4) USPS-LR-l/MC2002-2 
(5) MC 2004-3 USPS T-I at page 13 
(6) Manual Return Costs ($1.0190) * (1 + (5)) 
(7) USPS-LR-l/MC2002-2 ’ (1+ (5))  
(8) Electronic Returns Costs ($0.4301) * (1+ (5)) 
(9) USPS-LR-l/MC2002-2 * (1+ (5))  
(1 0) USPS witness Wilson, T4/MC2002-2 
(11) BOC-T-1 
(1 2) USPS-LR-l/MC2002-2 
(13) Year 1 (5) 
(14) Year 2 * (5) 

Weighted average of 2(a) and 2(b) 

Assurndions Bank One / JPM Chase NSA Model 9/1/2004 



Sldley AP Iwn 6 Wood Confidential ! 

Before rates WII”1WdRM 
Operational mail 317,000,000 346.wO.000 358,100,000 
Marketing mail M e r  158,200,000 115.700.000 112,400,000 
Marketinq mail flat 

Total . 475,200,WO 461,700,OW 470.500,WO 

Page 2 

380.600.000 404,500,000 
38,200,000 40,600,000 

418,8W,OOO 445,100,WO 

(1) Volume calculations -. Combined Bank One and JPM Chase 
Before rater 

Operational mail 479,134,992 508.41 1,769 500,423,407 506,650,000 887.250.000 911,150,000 
Marketing mail leller 79,215,956 38,870.004 59,703,685 29,387,000 67,587,000 69,987,000 
Marketing mail fiat 24,704,043 52,897,642 35.828.439 35,043.000 35,043,000 35,043,WO 

Total 583,054,991 600,179,615 595,955,531 571.080,WO 989,880,000 1,016,180,WO 

Aner rates 
Operational mail 506,650,000 887,250,000 911.150.000 
Marketing mail lener 48,442.000 225,542,000 231,442,000 
Marketinq mail flat 35,043,000 35,043,000 35,043,000 

Total 590,135,000 1,147,835,000 1,177.635,WO 

(2) Volume calculations -. Bank One 
Before rates 

Owratimal mail 479.134.992 508.41 1.769 500,423,407 506.650.000 506.650.000 506,650,000 . .  . .  . .  
Marketing mail lener 79.215.956 38,870,004 59.703.685 29,387,000 29,387.000 29.387,WO 
Marketing mail flat 24,704,043 52,897,642 35,028,439 35,043,000 35,043,000 35,043,000 

Total 583,054,991 600,179,615 595,955,531 571,080,WO 571,080,000 571,080,WO 

M e r  rater 
Operational mail 
Marketing mail lener 

-. 380,600,000 404,500,000 
-. 97,100,000 103.000.000 

(1) MC 2004-3 BOC T- l  at page 5 - 6 
(2) MC 2004-3 EOC T-l  at page 5 - 6 
(3) OCAIBOC-T1-13,19: OCAIUSPS-T144 (Rappaport) 

Assumes start of YEAR 2 is date of integration of mail streams. YEAR 1 only applies to Bank One 

(1) YEAR 1 only includes Bank One BR and AR forecasts 
YEAR 2 and YEAR 3 Before Rates and After Rates volume Is sum of Chase and Bank One BR and AR fweca51s 

w 

Volume calcs Bank One I JPM Chase NSA Model 

0 
m 

9Hi2004 



Rala Calsgory 

Smgle-PIece Lene15 
Fimt Ounear. except OBRM - 0370 $ - 0370 $ - 0370 $ - 0370 $ 

Addlllonal Ounces 0.230 0 230 0.230 0.230 
Nanmablmable Pieear 0 120 - 0120 0.120 0 120 

aYslnsd BUSlneSS Reply Mall 0 340 0 340 0 340 0 340 

Smgb-Plecs rsYBnYB 
Revenue M ~ u r t m s n l  FBCBI ( 8 )  1.000 1000 I wo I ow 
(41 7ofal Singbe-Piece Portage Revenue 

Nonautamated P i e r o M  Letters 
Fint Ounce 
Additanal Ounces 

16,696,034 0 352 5.947.404 5.468 0 352 1.825 6,866,611 0 352 3,148,207 3,457,832 0352 1,217,213 
152.825 0225 34406 67.088 0.225 12.645 144.086 0 225 32.422 1.678 0 225 423 

Nonmachmsbia Pi-s 16.515 0 0 5 3  91 I 8.044 0 055 442 1.574 0056 67 881 0 055 46 
Heavy Plece Dedudlon 3,850 10041) (162) 117 (0041) 15) 1.657 (0041) (68) ms 10041) (9) 

Nonavtomated P ieroW revenue 5.862561 13,208 3.161.648 1,217,676 
Revenue MluYment Facio, (a) 1m im l.0W 1.0w 
( 5 )  Total Nonavtomated Plsoned Leftem Revenue 5,862,561 15,208 3,161,648 1.217.676 

Auiarnalian Prerod tensrr 
M a e d M D C  Lefterr 3,462.228 0 308 1,069,828 158,788 0 3 W  48,315 
AADC tenen 5,833,648 0 301 1,785,691 157,654 0.301 47,514 
%Digit Lenen 321,218.301 0 282 83,785,744 30,438,211 0282 3,874,090 
S-Dlgit Letten 150,665,726 0 278 44,846,510 35,358,645 0276 10,663,876 
Additional Ounces 3,822232 0 2 2 5  86O.mz 2.4W.380 0225 550,335 
Heavy PWCB Oedunlon 51,555 (0.041J (2.1141 20,081 10041) 1823) 

Aulomation Preron Laiten 138,456,652 17,294,166 
RsvsnueMlustmenl Factor la) 1.000 1000 
(6) Tofa! Automallon Preron Lens= Rsvsnue 139,456,682 17.294.168 

*"lomatlo" carrier RO"ta Letters 
FllSL0Y"ea 115,581 0 275 31.767 462,363 0275 127.150 
Additanal Ounces 0 221 - 0225 
Heavy Plwe DBdYdD" (0.041) - (00411 

AutomaIan Csrrler Routs Revenue 31.767 127,150 
Revenue Miuotmant Factor (81 1 OW 1m 
(71 Automalion Caniesr Route Letters Revenue 31.787 127.150 

$ 145.471.010 
488,514,731 

0.292 

$ 17,436,521 
58.603.231 

0293 

10.964.696 0 308 3,384,271 4,606,533 0 308 1,362237 
6.296.102 0301 1,683,127 2,801,011 0 301 643.104 

234204.476 0 282 88,387,707 70.473.036 0 292 20.576.127 
84.306.159 0278 23,437,113 30,711,186 0 276 6.537.786 

5.554 768 0 225 788,623 57,448 0 225 12.826 
10,419 (0.041) (427) 644 10041) 1351 

97,913,615 31.334.155 
1m 1.w0 

97.913.615 31.334.155 

0 275 237 934 0 275 85.432 
0 225 0 225 

(0041) (0 041) 
55 432 

1 ow 1m 
65,432 

$ 101.095.263 
344.735.054 

0.m 

$ 32,617.262 
112.0W,002 

0.294 

FCM ievcslcdstail BankOnslJPMChaoe NSAMcdel 
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Agreement Structure 

Dirswnt  on volume above threshold 

(1) Before Rates Forecast 
(2) Afler Rates Forecast 

Discount r Rrsttier 
Discount I" second tier 
Discount ~nthird tier 
Discount in fourth tier 

"Thresholdadlusted ~nYEAR2and3percantractstipuistion61234oftheNSAcontract(535+358 1+1124) 
Year 1 Year 2 Year 3 I 

571,080,000 989.880,WO 1,016,180,000 
593,135,000 1,147,835,000 1,177,635,000 

$ 625,000 $ 625,000 $ 625,000 
$ 750,000 $ 750,OW 5 750,000 
$ 179,725 $ 875,003 $ 875,000 
$ - $ 1,400.oW $ 1,W,000 

Disount in fiflh tier $ $ 1,455,075 $ 1,575,000 
Discount in Sixth tier $ - $  - $ 1,356,750 

(3) Discount Earned I 1,554,725 I 5,105,075 I 6,581,750 

Exposure on Volume above threshold 

(4) Threshold 
(5) Before Rates Forecast 
(6) Exposed Pieces 
(71 ARer Rates Forecast 

. , . .. ,. . . 
590,135,000 1,147,835,000 1,177,635,000 

Exposure in fiml tier $ 625,000 $ . $ 267,000 
Exposure in second tier $ 332,400 $ - $  
Exposure inthirdtier $ - 9  - $  
Exposure in fourth tier $ $ - $  
Exposure in fiflh tier 5 - 3  - $  
Expasure in sidhtier s $ - $  

(8) TotslExposun $ 957,400 I . I 267,000 

(1 1 Before Rates Total Volume (Volume cabs) 
(2) Afler Rates Total Volume (Volume calm) 
(3) Sum of discounts earned in first tier to sixth tier 
(4) Agreement Structvie Beginning Threshaid 
(51 (11 
(6) Before rates -Threshold: The number oftotal pieces on which leakage OCCUB 

(7) (2) 
(8) Sum of leakage in first tier to sixth tier 

Disc8Exp Bank One I JPM Chase NSA Mcdel 
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Return Costs 

(1) Operational Mail 
(2) Marketing mail letter 
(3) Marketing mail Rat 

Before Rates Forecast 
(4) Operational Mail 
(5) Marketing mail letter 
(6) Marketing mail Rat 

After Rates Forecast 
(7) Operational Mail 
(8) Marketing mail letter 
(9) Marketing mail Rat 

Return Forecast 
(IO) Operational Mail 
(1 1) Marketing mail letter 
(12) Marketing mail Rat 

Return Costs 
(13) Operational Mail 
(14) Marketing mail letter 
(15) Marketing mail flat 
(16) Total 

After Rater Return Costs 
(17) Operational Mail 
(18) Marketing mail letter 
(19) Marketing mail flat 
(20) Total 

UAA Rate 
0.3% 0.5% 0.5% 
9.0% 6.2% 6.1% 

11 .O% 11.0% 11.0% 

5UG 650.000 887250000 911.150.000 
29 y)7 000 67 587,000 69.987.000 
35 041 000 35 040.000 35.043.000 

Sffi 650 000 887.250.000 911.150.000 
48 442.000 225 542.000 231.442.000 
35 041 000 35.043.000 35.043.000 

1.722.610 4.006 710 4 149610 
7,644,830 4.177830 4 268.830 
R,RS4./30 3.8S4 730 3 854 130 

$ 949.503 $ 2,296,552 $ 2,473,906 
$ 1,457,830 $ 2,392,066 $ 2,544,982 
$ 4,022,592 $ 4,183,496 $ 4,350.835 
$ 6,429,925 $ 8,872,114 $ 9,369,724 

$ 949.503 $ 2,296,552 $ 2,473,906 
$ 990.224 $ 1,624,800 $ 1,728,667 
$ 2,069,144 $ 2,151,910 $ 2,237,986 
$ 4.008.871 $ 6,073,261 $ 6,440,559 

(21) Return Cost Savings 

(16) (13) + (14) + (15) 
(17) ( I O )  * Manual Letter Returns Unit Cost (Assumptions) 
(18) ((1;) 'ACS Success Rate' Eledmnic Litter Returns Unit Cost)+ (1 ~ ACS Success Rate) *Manual Letter Returns Unit Cost * (1 1)) 
(19) ((12)'(1 ~ACSSuccessRate)'Manual Flat Returns UnitCasl)+((12)'ACSSuccessRate~EledranicFlatRelurnsUnitCost) 
(20) (17) + (18) (19) 
(21) (16)-(20) 

UAA Calm Bank One / JPM Chase NSA Model 9/1\2004 
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( I )  Standard Mail Regular Revenue per piece 

Mail Category 
Mixed AADC Auto 
AADC Auto 
3-Digit Auto 
5-Digit Auto 
Basic Nonauto 
3/5 Digit Nonauto 

Total Volume 
Revenue per piece 

Revenue per piece Volume Weighted Avg. 
$ 0.21 1 14,909,235 3,152,805 
$ 0.199 54,590,401 10,890,478 
$ 0.183 449,527,587 82,432,060 

0.166 404.644.679 67.231.338 . .  . .  
0.259 9,140,988 2,367,494 
0.237 7,037,907 1,667,561 

939,850,797 167,741,737 
s 0.178 

(2) Standard Mail ECR Revenue per piece 

Mail Category Revenue per piece Volume Weighted Avg. 
Basic Nonauto Letters $ 0.182 11,093,337 2,015,552 
Basic Auto Letters $ 0.148 25,699,949 3,805,740 
High-Density Letters $ 0.164 25,764 4,225 
Saturation Letters 
W Total Volume 

0.152 727,170 110,530 
37,546,220 5,936,047 

Revenue per piece s 0.158 

(3) Average Revenue per piece 

(1) Rate Schedule 
(2) Rate Schedule 
(3) (Standard Mail Regular Revenue + Standard Mail ECR Revenue) I 

(Standard Mail Regular Total Volume + Standard Mail ECR Total Volume) 

SM rev calcs Bank One / JPM Chase NSA Model 

1 %  0.178 I 

91 112004 
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First Class Letter 
(1)a First-class Operational Letter revenue per piece 
(1)b First-class Marketing Letter revenue per piece 
(2) First-class Operational Letter cost per Piece Before Rates 
(3) First-class Operational Letter cost per Piece Afler Rates 
(4) First-class Operational Letter avg. Contribution Before Rates 
(5) First-class Operational Letter avg. Contribution After Rates 
(6) First-class Marketing Letter cost per Piece Before Rates 
(7) First-class Marketing Letter cost per Piece Afler Rates 
(8) First-class Marketing Letter avg. Contribution Before Rates 
(9) First-class Marketing Letter avg. Contribution Afler Rates 

Standard Mail 
(10) Standard Revenue per Piece 

Standard Cost per Piece 
Standard Letter Contribution per Piece 

Weighted average of Bank One and JPM Chase revenue per piece 
Weighted average of Bank One and JPM Chase revenue per piece 
Weighted average of Bank One and JPM Chase cost per piece 
Weighted average of Bank One and JPM Chase cost per piece 
( l a )  - (2) 
( l a )  - (3) 
Weighted average of Bank One and JPM Chase cost per piece 
Weighted average of Bank One and JPM Chase cost per piece 
( Ib)  - (‘3) 
( l b )  - (7) 
Average Revenue per Piece (SM rev calcs) 
Average Cost per Piece, Including Contingency (SM cost c a b )  
(10)-(11) 

0.292 
0.293 
0.107 
0.107 
0.185 
0.185 
0.146 
0.130 
0.145 
0.163 

0.292 
0.292 
0.112 
0.112 
0.180 
0.180 
0.142 
0.130 
0.150 
0.162 

0.292 
0.292 
0.116 
0.116 
0.176 
0.176 
0.147 
0.135 
0.145 
0.157 

0.178 0.178 0.178 
0.088 0.091 0.095 
0.090 0.087 0.083 

Contrib inputs Bank One / JPM Chase NSA Model 9/1/2004 



ACS Savings 
(1) Operational Mall 
(2) Marketing Mail Letter 
(3) Marketing Mail Flat 

Contribution from New Volume 
(4) Operational Mail 
(5) Marketing Mail Letter 

(6) Total Exposure 
(7) Total Incremental Discounts 

(8) Total USPS Value 

Total 
$ - $  - $  - s  
$ 481.634 $ 790.285 $ 840.804 S 2,112,723 
$ 2,012,052 $ 2,092,534 $ 2,176,235 S 6,280,820 

$ - $  - s  
t 1,380,058 $ 11,866,781 S 11,698,505 f 25,145,324 

$ 957,400 $ - $  267,000 S 1,224,400 
$ 597,325 $ 5,105,075 $ 6,314,750 S 12,017,150 

s 2,318,999 5 9,644,524 S 8,333,794 $ 20,297,318 

UAA Calcs, ((13)-(17))Y03 
UAA Calcs, ((14)-(18))+1.03 
UAA Calcs, ((15)-(19))Y03 
(Operational Mail After Rates - Operational Mail Before Rates) ' FCM Operational Letter avg. Contribution After Rates 
(Marketing Mail Letter After Rates - Marketing Mail Letter Before Rates) * (FCM Marketing Letter avg. Contribution After Rates - SM Contribution) 
DiscBExp, (8) 
DiscBExp, (3)-(8) 
(1) + (2) + (3) + (4) + (5) - (6) - (7) 

USPS value Bank One / JPM Chase NSA Model 

W 
P 
4 9/1/2004 



Special Services Update 
Address Change Service (ACS Flats) 

Non-Mechanized Terminal 

ACS Nixie Keying 

I I I Weighted I 

$0 2691 PI 

$00000 [3] 
$02074 [4l 

1 .oo 
1.00 

1.001 [E] I $0.26911 [I51 
$0.2691 [I61 

[91 $0.0000 1171 
I l O l  $0.2074 [ l e ]  

ACS COA notification 
ACS Nixie processing 

I I 1% of ACS I ]Volume Weighted 
Volume Cost per Piece 

$0.2691 [51 58.03% [ I l l  $0.1561 (201 
$0.2074 [6] 41.97% [I21 $0.0670 [21] 

[1] 
[2] 
[3] 
[4] 
[SI [I61 
[El [31+[41 
[7] 
[E] 
[9] 

[IO] 
[ l l ]  

USPS LR-I-110, Table 5.2.2, cell J31 
USPS LR-1-110, Table 5.2.2, cell J32 
These costs are treated as institutional. 
USPS LR-1-110, Table 5.2.2, cell J29 

USPS LR-1-110, Table 5.2.2, cell L31 
USPS LR-1-110. Table 5.2.2, cell L32 
All nixies subject to clerk processing. 
All nixies subject to keying. 
ACS "keyed only" pieces/Total ACS Volume 

Tab -3 (Table 5.2) Bank One / JPM Chase NSA Model 

w 
P 
m 9/1/2004 



1 

2. 
3. 
4. 
5. Total 

A 
Annual Volume 

CThousands) 

Physical Return Costs 
Cost for UAA Mail Being Returned to Sender 

Physical Flat Mailpieces Returned 

B C 
Annual Cost 
JThousands) 

69,209 (1) $0.0545 (2) $3,771 

CosVPiece 

33,866 (3) $0.2711 (4) $9,181 
24,021 (6) $0.5381 (7) $12,926 
69,209 (1) $0.6295 (9) $43,567 

D E 

0.49 (5) $0.1327 
0.35 (8) $0.1868 
1 .oo $0.6295 

-1 
(1) Refer to Table 5.2.1.2, Row 3.a, Column 0 (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2, Row 3.a, Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1, Column A and a portion of Row 3, Column A. Refer to Volume 
Section, Volume Profile, Table 4.3, "Disposition at CFS Unit", of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3, Column H, and Table 5.2.1.3.1, Column A, Row 4 (USPS-LR-J-69). 
(5) This is the portion of return to sender mail that is returned by the Nixie clerk at the delivery unit, along with the 
portion of ACS Nixie that is returned at the CFS unit. This is the ratio of Rows 2 and 1, Column A. 
(6) Refer to Volume Section, Volume Profile, Table 4.3, "Disposition at CFS Unit". Total Returned. 
(7) Refer to Table 5.2.2, Column G, (Non-ACS) Total. Non Mach terminal cosVpiece is used. 
(8) This is the portion of return to sender mall returned from the CFS unit, along with the portion of ACS Nixie that is 
returned from the CFS unit. This is the ratio of Rows 3 and 1. Coiurnn A, Table 5.2.2. 
(9) Refer to Table 5.2.4.1, Row 2. Column F.This Number was calculated based on data obtained from USPS Cost Attribution 

Physical Returns Bank One / JPM Chase NSA Model 

W 
F 
10 

9/1/2004 



Electronic "Return" Costs 
Cost of UA4 Mail Being Returned to Sender 

Bank One Accepts ACS Flats 

A B C 0 E 
Annual Volume 

(Thousands) 
1. 
2. 
3. eACS 
4. Total 

Annual Cost Weighted 
CosVPiece Freauencv (Thousands) CosVPiece (11 

69,209 (1) $0.0545 (2) $3,771 1 .oo $0.0545 
33.866 (3) $0.2711 (41 $9,181 0.49 (51 $0.1327 

$0.2430 (6) 

(1)  Refer to Table 5.2.1.2, Row 3.a, Column D (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2, Row 3.a, Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1, Column A and a portion of Row 3, Column A. Refer to Volume 
Section, Volume Profile, Table 4.3, "Disposition at CFS Unit", of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3, Column H, and Table 5.2.1.3.1, Column A, Row 4 (USPS-LR-J-69). 
(5) This is the cost of the Nixie clerk preparing mail for the CFS unit (USPSLR-l/MC2002-2, page 1, row 2 as proxie). 
(6) From Tab 3 of USPS LR-J-69. 

Electronic Returns Bank One / JPM Chase NSA Model 

w 
N 
0 9/1/2004 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
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REVISED 9/1/04 

OCAIUSPS-TI-45. Please reproduce Appendix B of USPS-T-1 for J.P. Morgan Chase. 

REVISED RESPONSE: 

By agreement with OCA, the Postal Service is answering this question by 

providing a supplemental analysis of a hypothetical scenario in which integration of all 

JPM Chase mail volumes occurs on January 1,  2005, the beginning of Year 2 of the 

NSA. The Postal Service's answer consists of the following narrative discussion, along 

with the Excel worksheets attached to the Postal Service's revised response to 

OCA/USPS-TI-44 (and incorporated by reference here). Attachment OCA/USPS-TI-44 

presents a combined model that calculates the financial implications of the NSA for a 

merged Bank One/J.P. Morgan Chase (JPM Chase) entity, assuming integration of all 

JPM Chase mail volumes at the beginning of Year 2. Thus, the model assumes that, in 

Year 1 only Bank One First-class Mail volumes will be counted towards the threshold 

and be eligible to receive discounts. 

Explanation of Financial Model 

The Bank One/JPM Chase Model (the "combined model") incorporates all of the 

per-piece cost and revenue information into one comprehensive workbook. It serves as 

a presentation mechanism for the customer-specific revenue and cost calculations. The 

model was essentially built upon the same revenue and cost assumptions (discount and 

exposure (leakage) calculations) as the Capital One NSA. The historical and forecasted 

volumes are provided by Bank One witness Rappaport (BOC-T-1 at 5-6; response of 

Bank One witness Rappaport to OCAIUSPT-T-1-44, partially redirected to Bank One; 

and witness Rappaport's responses to OCNBOC-TI-13 and 19). All of these inputs 

provide the basis for calculating the value of the NSA. 
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Assumptions 

The assumptions worksheet contains the rate of UAA returns for Bank One as 

provided by witness Rappaport (BOC-T-1 at 9), for JPM Chase as also provided by 

witness Rappaport (response to BOCIUSPS-TI-17), and for the combined entity for 

Years 2 and 3 of the NSA. The Year 2 return rate for the combined entity was 

calculated by weighting the individual Bank One and JPM Chase return rates by Bank 

One and JPM Chase Year 2 Before Rates (BR) volumes. Similarly, the Year 3 return 

rate for the combined entity was calculated by weighting the individual return rates by 

Year 3 BR volumes. 

The inflation cost adjustment factor, a weighted average of inflationary factors, 

represents the inflationary cost growth projected by the Postal Service. Currently, that 

factor is 4 percent. The Capital One manual and electronic return unit costs for letters, 

adjusted for inflation, serve as proxies in the model (USPS-LR-lIMC2002-2). The 

manual and electronic return unit costs for flats are the adjusted subclass averages 

(USPS-LR-I/MC2002-2). Costs for Years 1, 2 and 3 of the agreement are adjusted by 

the inflationary cost growth of 4 percent. The Address Change Service (ACS) success 

rate was explained by USPS witness Wilson (Docket No. MC2002-2, USPS-T-4 at 7) 

and is assumed to be constant throughout the life of the agreement. 

The combined model assumes that 100 percent of the incremental mail volume 

growth comes from Standard Mail marketing letters migrating to First-class Mail. The 

contingency’ applied in the combined model is a multiplicative factor applied to all 

The contingency is applied to dl forecastcd postal costs to protect against unforeseen I 

circumstances. I t  is applied as the very last step in development of the roll-forward costs. It 
needs to be incorporated in NSA calculations for two reasons. First, the existing rates from 
which the NSA rates or discounts arc being derived include a contingency allowance. Without 
an NSA, the rates that Bank One would be paying would have been set so as to recover the 
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forecasted postal costs. The application of the contingency is uniform across all unit 

costs. 

Volume Calculations 

The Volume Calculations contain Bank One and JPM Chase's First-class Mail 

volumes divided into operational mail, marketing mail letters, and marketing mail flats. 

This worksheet provides a historical view of Bank One's First-class Mail profile for 

2001-2003 and JPM Chase's First-class Mail profile for 2002-2003. To illustrate the 

volume response to incentives, Bank One witness Rappaport has provided the volume 

forecasts for Bank One alone, both with the NSA ("After Rates" volumes) and without 

the NSA ("Before Rates" volumes). BOC-T-1 at 5-6. He has also provided these 

estimates for JPM Chase (see response to OCAIUSPS-T-44, partially redirected to 

Bank One witness Rappaport). 

First-class Mail Revenue Calculations 

Page 3 of the model shows the First-class Mail revenue profile for Bank One and 

JPM Chase. It is similar to the profile in the record of the Capital One NSA case 

(MC2002-2, USPS-T-3). The revenue profile breaks out the estimated revenue per 

piece individually for Bank One's marketing letters, Bank One's operational letters, JPM 

Chase's marketing letters, and JPM Chase's operational letters. 

contingcncy. Furthermore. thc NSA financial analyses are projections into the future, and the 
further into the future the projections arc made, the more appropriate the application of the 
contingency. 
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Operational Unit Cost and Marketing Unit Cost 

These spreadsheets develop unit costs separately for Bank One and JPM 

Chase. The unit cost estimates for operational mail are based on the same 

assumptions as the First-Class Mail Presort Letters/Flats Unit Cost Estimate sponsored 

by witness Crum in the Capital One NSA case (Docket No. MC2002-2, USPS-T-3, 

"Atta2.xls"). Estimates for the Bank One NSA differ from those of the Capital One NSA 

in the Test Year (TY) calculations, the Bank OnelJPM Chase volumes, and the total unit 

cost (sources 17 and 18). The TYBR 2003 unit cost is based on Docket No. R2001-1, 

with the weighted distributions calculated from Base Year (BY) 2000 FCM volumes from 

the FCM letter model from Docket No. R2001-I, PRC, LR-4. The TY 2004 cost 

estimates are derived by multiplying the TYBR 2003 total unit cost by the inflationary 

growth rate of 4.0 percent.* FY 2003 Mail Volumes for Bank One and JPM Chase are 

used because FY 2003 is the most recent full year for which historical mail volume data 

are available. The Before Rates and After Rates estimates of Total Unit Cost, including 

Contingency (Model, Page 4, sources 17 and 18), are equal because the NSA does not 

affect return procedures for operational mail 

The Marketing Unit Costs rely on the same assumptions as the Operational Unit 

Costs. The major difference is electronic diversion from ACS and the cost differential 

between manual and electronic returns for UAA mail. Operational mail does not receive 

Columns are labeled as "TYBR 2003" in these sheets because those figures are 
drawn from Docket No. R2001-1, in which FY 2003 was the test year. Columns are 
labeled as "TY 2004" because 2004 is the first of the three years in which the instant 
NSA is assumed to be in effect. Estimates for the last two years of the NSA, Years 2 
and 3, are presented in the subsequent sheets. 2004 is not the exclusive "test year" in 
this proceeding in the sense that FY 2003 was the test year in the Capital One 
proceeding. 2004 is, rather, one of three relevant years for which estimates are 
presented and evaluated. 
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the Change Service Requested ("CSR") endorsement, because the mail needs to be 

physically returned to Bank One and JPM Chase. Marketing mail receives the 

endorsement, and information is returned from UAA mail electronically 85 percent of the 

time. This explains why the Total Unit Cost, including Contingency, differs in sources 17 

and 18 (Model, Page 5). 

Discount and Exposure 

In Year 1, the declining block rate structure for the proposed NSA begins at 

535,000,000 pieces, with a discount of 2.5 cents per piece. Exposure (to the Postal 

Service) measures the potential revenue foregone by the Postal Service when Bank 

One receives declining block rate discounts on mail volume that Bank One would have 

mailed even without the proposed NSA. In Year 1, Bank One's BR forecast falls within 

the second tier of the discount structure. Total exposure is therefore calculated by 

adding the first tier to the second tier. Because the first tier exposure must be 

maximized before discount calculations apply, the ending threshold is reduced by the 

beginning threshold (560,000,000 - 535,000,000), and that difference is multiplied by 

the corresponding discount (2.5 cents). The first tier exposure equals $625,000. The 

second tier exposure is the remaining volume less the beginning threshold 

(571,080,000 - 560,000,001), multiplied by the discount (3.0 cents), equaling 

($332,400). Thus, the total exposure in each year in this case is $957,400 

($625,000+$332,400). 

Based on the YIAR Forecast, Bank One could qualify for discounts in the first, 

second and third tiers of the agreement, equaling $1,554,725, using the same formula 

as exposure. Discounts are given on pieces mailed above the threshold 
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Double counting of the 36,080,000 (Y1 BR - Beginning Threshold: 571,080,000 - 

535,000,000) mail pieces occurs in the discount and exposure calculations, because the 

36,080,000 pieces are in the exposure calculation. The YIAR volume of 590,135,000 is 

made up of the Y1 BR volume plus the 19,055,000 additional marketing pieces. To 

account for this double counting, the Postal Service subtracts the discount from the 

exposure, to get the "real" discount calculation of $597,325 (Model, page 11). 

At the beginning of Year 2, the discount threshold is adjusted upward by 470.5 

million, to 1,005.5 million to reflect the hypothetical integration of all J.P. Morgan Chase 

volumes at the beginning of the year. The adjustment is made pursuant to the term of 

the NSA, which bases the amount of the adjustment on the 12 month volumes prior to 

the date of integration. The threshold remains at this level in Year 3. 

UAA Calculations 

In lieu of receiving physical returns, Bank One and JPM Chase will accept 

electronic information on address changes or corrections, as Capital One does. 

Providing this electronic information costs the Postal Service less than physically 

returning undeliverable mail. The estimated Capital One physical and electronic return 

unit costs described in USPS-LR-liMC2002-2 are used to model the cost savings. The 

total return costs savings vary from the Capital One model because of the different 

marketing mail volumes and return rate forecasts (9 percent for Bank One's marketing 

mail letters, 4 percent for J.P. Morgan Chase). 

To calculate the cost savings, we multiply the expected volume of Bank One and 

JPM Chase's UAA mail times the unit costs savings for each piece processed through 

the ACS times the percentage of UAA mail that will be processed. The calculation relies 
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on the evidence in Docket No. MC2002-2 for (1) the estimated percentage of UAA mail 

that will be processed through the ACS system (85 percent) and (2) the unit savings for 

each UAA piece processed through the ACS system. Page 11 of the model (USPS 

Value) applies the contingency factor to the UAA cost savings calculated in this 

worksheet. 

Standard Mail Revenue Calculations and Standard Mail Cost Calculations 

The Standard Mail Regular and Enhanced Carrier Route (ECR) Revenues are 

based on the combined FY 2003 Standard Mail Regular and ECR billing determinants 

of Bank One and JPM Chase. The revenue per piece for both Regular and ECR is a 

weighted average of the revenue per piece and the percent of combined Bank OnelJPM 

Chase volume. The Standard Regular and ECR unit costs are based on Docket No. 

R2001-I for TY 2003 unit costs (Docket No. R2001-I, USPS LR-J-58 as corrected). 

The cost calculations are based on the USPS version of the cost models, because costs 

using the Commission's methodology are unavailable for some of the data. Specifically, 

the total unit costs of Standard Mail Regular and ECR letters are needed for this 

analysis. These data are found in the USPS Weight Study (Docket No. R2001-1 USPS 

LR-J-58 (revised)), and there is no PRC version of this document. Note that using the 

USPS version of costs for Standard Mail and the PRC version of costs for First-class 

Mail understates the contribution of switched mail and hence the value of the agreement 

to the USPS. See Response to BOC/USPS-T-1-46, partially redirected to Bank One 

witness Buc. 

Contribution Inputs 
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The Contribution Inputs worksheet calculates the contribution per piece of Bank 

One's operational mail and marketing mail letters in Year 1 and of combined Bank 

One/JPM Chase operational mail and marketing mail letters in Years 2 and 3. This per- 

piece calculation provides the Postal Service with before rates and after rates revenue, 

cost, and contribution for First-class Mail and Standard Mail on a customer-specific 

basis. This approach also allows for forecasting future contribution per piece in the out- 

years of the agreement by allowing the inflationary growth to be multiplied by the cost of 

each subclass. 

In addition to applying inflationary factors to Year 1 unit costs to calculate First- 

Class Mail per-piece costs and revenues for Years 2 and 3 of the Agreement, this 

worksheet develops volume-weighted averages of the Bank One and J.P. Morgan 

Chase unit cost and revenue figures from Model, Pages 3, 4, and 5. The following table 

shows which volumes are used as weights for which First-class Mail calculations: 

USPS Value 

The total USPS value looks at the value determinants, less the discount and 

exposure associated with the declining block rate structure. "Contribution from New 

Volume" is any volume above the before rates forecast multiplied by the difference 

between the First-class Mail and the Standard Mail estimated contributions. This is so 

because Bank One as well as the merged entity indicates that all of its new First-class 
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Mail volume will be switched from Standard Mail (100 percent conversion). BOC-T-1 at 

8; Response to OCA/USPS-TI-44 (Rappaport). As noted above, I applied contingency 

to the UAA cost savings in this worksheet. 

Tab -3 (Table 5.2), Physical Returns, Electronic Returns 

Estimating the savings associated with conversion to ACS requires several 

steps. First, the physical return cost needs to be calculated. As shown on page 13 of 

the model, the estimated Postal Service cost of physically returning Bank One's flat-size 

First-class Mail is $1.0034 per piece. This value is derived as follows: 

The base UAA cost in Docket No. R2001-1 (USPS-LR-J-69) is adjusted by 

removing the costs associated with collection of postage due. This follows the 

methodology employed by witness Crum in Docket No. MC2002-2 for Capital One's 

letter-size First-class Mail. 

Second, the cost of electronic "returns" must be calculated. Model, page 14, 

shows that the estimated cost of electronically handling UAA mail from point of return is 

43.01 cents per piece. This cost is calculated by adjusting the electronic Address 

Correction Service costs provided in Docket No. R2001-1 by Postal Service witness 

Abdirahman (USPS-LR-J-69) to include costs that these mail pieces incur prior to actual 

electronic Address Correction Service processing. The difference between the cost of 

physically returning the mail piece and electronically handling the UAA mail piece via 

ACS is the estimated unit cost savings of 58.89 cents. This follows the methodology 

employed by witness Crum in Docket No. MC2002-2 for Capital One's letter-size First- 

Class Mail. 
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OCNUSPS-TI -46. Please refer to your testimony, Appendix A, page 10, and the table 
below. 

Contribution Der Piece Year 1 Year2 Year3 
First-class Marketing Letter, After Rates $0.163 $0.158 $0.152 

Net Contribution $0.070 $0.069 $0.067 
Standard Letter Contribution per Piece $ @ & 3 = -  

Discount 
Net Contribution less Discount 

$0.050 $0.050 
$0.020 $0.019 $0.017 

a. Please confirm that Bank One's Year 1 After Rates Net Contribution per 
Piece for First-class Marketing Letters, after the 5 cent discount, is $0.020. If 
you do not confirm, please explain. 
Please confirm that Bank One's Year 2 After Rates Net Contribution per 
Piece for First-class Marketing Letters, after the 5 cent discount, is $0,019. If 
you do not confirm, please explain. 
Please confirm that Bank One's Year 3 After Rates Net Contribution per 
Piece for First-class Marketing Letters, after the 5 cent discount, is $0.017. If 
you do not confirm, please explain. 

b. 

c. 

RESPONSE: 

Confirmed that these questions faithfully reproduce what is in my appendix A. However, 

this question implies that the marginal net contribution assuming the maximum 

discount equates to the average afler rates net contribution, Since many pieces would 

receive smaller discounts, the average net contribution per piece would be higher. 
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OCNUSPS-T1-47. 
a. Please confirm that Capital One's TYAR Contribution per Piece less Discount 

is: 
Capital One FCM Revenue per Piece $0.2910 [ I ]  
TYAR Unit Cost, Capital One $0.1266 [2] 
TYAR Contribution per Piece $0.1644 [3] = [ I ]  - [2] 
Discount, "1,600,000,000 to Above" Tier $0.0600 [4] 
TYAR Contribution per Piece less Discount [5] = [3] - [4] 

Notes & Sources: 

$0.1040 

[ I ]  Docket No. MC2002-2, USPS-T-3 (Crum), Attachment A, Page 1, Col. (3) 
[2] Docket No. MC2002-2, USPS-T-3 (Crum), Attachment A, Page 2, Line (25) 
[4] Docket No. MC2002-2, Request, Attachment B, Rate Schedule 610A (Capital One) 

If you do not confirm, please explain. 
Please confirm that Capital One's TYAR Contribution per Piece less Discount 
is 5.2 ($0.1040 /$0.020) times Bank One's Year 1 Net Contribution per Piece 
less Discount. If you don't confirm, please explain. 

b. 

Response 

a. Confirmed. 

b. Not confirmed. The estimates used in MC 2002 were based on an earlier time 

period and do not include inflation factors used in this docket. 
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OCNUSPS-TI-48. Please refer to your response to OCA/USPS-T1-30(b) and 
(e), and your response to POlR No. 2, Question 5, in Docket No. MC2002-2, 
which states 

Once discounts intended to influence mailer behavior are established, it is 
not possible to “observe” what mailer behavior would have been without 
such discounts. 

a. Your response to part (b) states 

Confirmed, although to the extent that one compares AR and BR volumes 
during the same period, exogenous impacts could be considered identical 
such that any difference between AR and BR volumes would be the result 
of a difference in postage prices. 

Please confirm that it is not possible to know the effect of exogenous variables 
on a mailer’s BR volumes after price discounts are offered. If you do not confirm, 
please explain. 

b. Your response to part (e) states 

If, in the unlikely circumstance that the Before Rates volumes will be 
materially higher than projected, it is probable that the exposure or 
‘discount leakage’ has been underestimated. However, by that same 
token the projected ACS cost savings will also have been underestimated, 
thus mitigating the loss from the additional leakage. 

Please confirm that to the extent Before Rates volumes are materially higher, as 
you posit, the discount leakage cannot be eliminated. If you do not confirm, 
please explain. 

c. Please confirm that to the extent Before Rates volumes are materially 
higher in Year 3, the discount leakage at a $0.050 discount will be 
$0.033 [Discount - Net Contribution less Discount, $0.050 - $0.0171. If 
you do not confirm, please explain. 

RESPONSE: 

a. Confirmed that when analyzing changes in a customer’s mail volume, it is not 

possible to precisely identify causal relationships between specific factors and 

such changes. However, “exogenous” in this context means things that are 

outside the scope of the agreement between Bank One and the Postal 
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Service. Thus, for any period of time under consideration, exogenous factors 

would presumably affect both AR and BR volumes in the same manner. For 

example, an exogenous factor that results in an increase in BR volume would 

also result in a similar increase in the AR volume as well. 

b. Confirmed. 

c. Confirmed, with two caveats. First, it is highly unlikely that there will be 

any Before-Rates volume in the 5-cent discount block in any year of 

the agreement. Moreover, if this unanticipated development occurred, 

it is likely that whatever exogenous factor caused it would also cause a 

comparable increase in the After-Rates volume above the level 

projected for the same year. Second, the terminology "Discount - Net 

Contribution less Discount" is misleading. A more accurate description 

of the per-unit values is "Discount - Cost Savings". See Attachment to 

OCNUSPS-TI-36, page 3, Row 13, cell W23 
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OCNUSPS-T1-49. Please refer to your response to OCNUSPS-T1-3l(b). 
Please confirm that by inserting =9%*(1+H9) in Cell G8 in each worksheet, 
and by changing the figure in Cell G9 to 5.48227081339534% in each 
worksheet will produce the same Total Stop Loss Estimate shown in Table 4, 
column [3] accompanying OCNUSPS-TI-31. If you do not confirm, please 
explain. 

RESPONSE: 

Confirmed. 
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OCAIUSPS-TI -50. Please refer to your response to OCAIUSPS-TI-31 and 
to the worksheet "BOC - JPMC" in the spreadsheet accompanying 
OCAIUSPS-TI-31. Also, please refer to the attachment accompanying this 
follow-up interrogatory, which shows the worksheet "BOC - JPMC" based 
upon the volumes provided in OCA/BOC-TI-13 (revised August 9, 2004) and 
the weighted average return rate for Bank One and J.P. Morgan Chase 
provided in OCA/BOC-TI-17. Please confirm that the Year 1 stop-loss 
estimate for the BOC - JPMC merged entity is $14,293,625. If you do not 
confirm, please explain. 
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BANK ONE - J.P. MORGAN CHASE 
Stop Loss Estimate Model 

TABLE 1 

Attachment to Interrogatory 
OCNUSPS-TI -50 

Page 1 of 5 

[31 
[41 

151 

Volume Block 

[a1 
866,900,001 
891,900,001 
916,900,001 
941,900,001 
976,900,001 

1.01 1,900,001 

Year 1 - ACS Related Savinqs 
ASSUMPTIONS 
JPMC Total Additional Solicitation Volume 
JPMC Total Additional Customer Volume 
BOC - JPMC Return Rate - Solicitation Letters 
BOC - JPMC Solicitation Ltrs % Extra BR Ltr Vol 

BOC BR Customer Mail Volume 
BOC BR Solicitation Letter Volume 
BOC BR Solicitation Flats Volume 

BOC - JPMC Total Letter Volume 
BOC - JPMC Customer Letter Volume 
BOC ~ JPMC Solicitation Letter Volume 
BOC - JPMC Solicitation Flats Volume 

Manual Letter Returns Unit Cost 
Manual Flat Returns Unit Cost 
Electronic Letter Returns Unit Cost 
Electronic Flat Returns Unit Cost 
BOC Return Rate - solicitation Flats 
Address Change Service (ACS) Success Rate 
BOC Solicitation Flats % 

BOC ACS Unit Cost Savings - Letters 
BOC ACS Unit Cost Savings - Flats 

BOC - JPMC BR Equilibrium Letter Volume 

Total ASC Cost Savings - Letters 
Total ASC Cost Savings - Flats 
Total ASC Savings 

112,300,000 
21 9,600,000 

6.0% 
100.0% 

506,650,000 
29,387,000 
35,043,000 

867,937,000 
726,250,000 
141,687,000 
35,043,000 

$0.55 
$1.06 
$0.34 
$0.45 

1 1 Yo 

85% 
100% 

$0.01 060800 
$0.05726308 

1,158,272,502 

$12.286.955 
$2,006,670 I $14,293,6251 

TABLE 2 
Year 1 - Discount Leakaqe 

Incremental 
Volume Discount 

[ I1  [2] = [Ib] - [la] [31 
[bl 

to 891,900,000 24,999,999 $0.025 
to 916,900,000 24,999,999 $0.030 
to 941,900,000 24,999,999 $0.035 
to 976,900,000 34,999,999 $0.040 
to 1.01 1,900,000 34,999,999 $0.045 
to I 1,193,272,5021 181,372,501 $0.050 

Discount 
Leakaqe 

[41= 121 * 131 

$625,000 
$750,000 
$875,000 

$1,400,000 
$1,575,000 
$9,068.625 

Total I $14,293,6251 $0 
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RESPONSE: 

Not confirmed for several reasons. First, the formula in row [22] in the 

attachment appears to be incorrect. Specifically, it applies the unit cost savings 

of an average First-class Mail solicitation letter to a// First-class Mail letters -- 

whether the letter is a customer mailpiece or a solicitation. Even though the vast 

majority of any Before-Rates First-class Mail letters over and above witness 

Rappaport's Before-Rates forecast ~ if any were to exist ~ would be solicitations 

(see my response to OCA/USPS-TI-35), Bank One and J. P. Morgan Chase will 

also mail a significant number of customer letters in Year 1 for which there will no 

ACS savings. To correct the formula in row [ Z Z ] ,  the customer mail volume figure 

in row [9] should be subtracted from total letter volume before multiplying by the 

cost savings per solicitation letter. 

Second, the "JPMC Total Additional Customer Volume" figure in 

row [Z ]  excludes the J. P. Morgan Chase retail financial service volume figures 

identified by witness Rappaport in his answer to OCAIBOC-TI-I 3(b)(iii). 

Third, the "JPMC Total Additional Solicitation Volume" does not reflect the 

revision to OCA/BOC-TI-l3(b)(ii) that was filed on August 27, 2004. 

Fourth, it is unlikely that J. P. Morgan Chase volumes will be integrated in 

their entirety immediately. Hence, the merger will not affect the NSA unt.il after 

the beginning of Year 1, and, in fact, may not affect the NSA until Year 1 has 

completely ended. 

Fifth, the volumes specified in rows [I] and [Z ]  are for 2003, not for Year 1 

of the agreement. 
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In addition to these technical points, the "stop-loss estimate" calculated in 

the interrogatory reflects a fundamental conceptual error. The calculations 

assume that the declining block rate discounts will cause no migration of 

solicitation letter volume whatsoever from Standard Mail to First-class Mail, and 

that the Postal Service therefore will gain no net contribution from this inter-class 

migration. Bank One witness Rappaport has conservatively assumed, however, 

that at least 99 million Bank One solicitations will migrate from Standard Mail to 

First-class Mail in 2005 and 2006. And Bank One witness BUG has calculated 

that more than 400 million pieces are likely to migrate from Standard Mail to 

First-class Mail in response to the NSA. 

Using Microsoft Excel's "Goal Seek" function' and the "Combined Model" 

filed in response to OCNBOC-TI-44 for Bank One and J.P. Morgan Chase 

combined, I have calculated "breakeven" Before-Rates volumes, After-Rates 

volumes and the corresponding discounts, based upon three alternative (and 

conservative) assumptions: that 100 million, 150 million, and 200 million 

solicitation letters will switch from Standard Mail to First-class Mail in response to 

the NSAs incentives. These calculations show how much actual Before Rates 

volume would have to exceed projected Before Rates volume to eliminate the 

positive net contribution received by the Postal Service from (1) cost savings and 

(2) the added contribution generated by the migration of Bank 0nelJ.P. Morgan 

Chase solicitation mail from Standard Mail to higher-margin First-class Mail as a 

result of the NSA rate incentives. For comparison, I also analyzed a fourth 

scenario that assumes that zero pieces migrate to First-class Mail. This 

"Goal Seek" IS a functionality of the Excel program which allows the user to find a specific result 1 

for a cell by adjusting the value of one other cell. 
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particular scenario, which assumes that the NSA rate discounts will have no 

effect at all, corresponds to the "stop-loss estimate" to which the interrogatory 

refers. 

For each of the three alternative migration scenarios (as well as the zero- 

migration scenario assumed by the interrogatory), I assumed that After-Rates 

First-class Mail marketing letter volume would equal the sum of the Before-Rates 

volume projected by witness Rappaport plus the number of pieces (alternatively 

0, 100 million, 150 million, and 200 million pieces) assumed to migrate from 

Standard Mail to First-class Mail as a result of the declining-block discounts. I 

then used the "Goal Seek" function of the Microsoft Excel program to compute 

the amount by which actual Before-Rates volume would have to exceed witness 

Rappaport's projections to offset completely the net contribution less discounts 

that the Postal Service would receive from cost savings plus the extra margins 

generated by the migration of solicitation letters from Standard Mail to First-class 

Mail. As Tables 1 ,  2, and 3 below clearly show, actual Before-Rates First-class 

Mail volume would need to exceed witness Rappaport's forecast by a very large 

amount for the NSA to produce a net loss in USPS contribution. 

Along with this interrogatory response, I am filing as Attachment OCA- 

USPS-TI-50 ModeLxls the Excel spreadsheet that I used to perform my analysis. 

The spreadsheet builds from the model that I filed in my revised response to 

OCAIUSPS-TI-44. The major difference is that this spreadsheet includes a 

worksheet "Breakeven Analysis" (Page 2a) that performs the analysis discussed 

above. This worksheet varies the volume figures in Page 2 to calculate 

breakeven volumes for the scenarios discussed above. To replicate my analysis, 
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populate the “ENTER -- Switched Marketing Mail Letter Volume” row and press 

the “GOAL SEEK button. 

Tahle 1 
How Much Would Actual Before Rates Volume Need To Exceed 

Projected Before Rates Volume T o  Produce A Net Loss In Contribution? 
(Bank O n e - 2 0 0 4 )  

If  the USA rate 
di\connt\ indncetl thir 
nian) Standard pieces 

to migrate to First- 
Class Mai l . .  . 

(1 

I I~.OIJIJ,IJOII 
I 50,000,000 

Actual Before Rates 
bolume wonld ha,e to 
reach this level to wipe 
out the net gain to the 
USPS from the NSA: 

Discounts paid a t  this 
“break even” point 

wo u I tl eq u a I: 

Tahle 2 
HOW Much Would Actual Before Rates Volume Need To Exceed 

ProJected Bcfore Rates Volume To Produce .A Net 1,oss In Contribution’.’ 
(Bank One/JPMorpan Chase Combined--2005) 

~~~ 

Actual Before Ratcs 
volume would have to 
reach this level to wipe 
out the net gain to the 

. ._ - 
,\fter Rates bolume at 

this “break even” 
point would equal: 

.~ 
Discounts paid at  this 
‘Weak  even” point 

would equal: 
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Table 3 
H o w  Much Would Actual Before Rates Volume Need To Exceed 

Projected Before Rates Volume ‘l’n Produce A Net Loss I n  Contribution? 
(Bank One/JPMorgan Chase Combined-2006) 

this “hreak even” 
point would equal: 

“hreak even” point 
would equal: 

~ ~~~~ ~ ~~~~~~~ ~~~~ ~~ ~ 

I f  the NSA rate 1 Actual Before Rates After 
discounts induced this 
many Standard pieces 

to migrate to First- 

volume would have to 
reach this level to wipe 
out the net gain to the 

So large an understatement of Before Rates volume is highly implausible 

Bank One’s First-class volumes, unlike those of Capital One during the years of 

record in Docket No. MC2002-2, have been highly stable in recent years- 

ranging from 583 million pieces in 2001 to 600 million pieces in 2002 to 596 

million pieces in 2003.’ The same is true of J.P. Morgan Chase’s recent First- 

Class volumes which were 475.2 million pieces in 2002 and 461.7 million pieces 

in 2003.3. 

Moreover, most of Bank One’s First-class Mail (unlike Capital One’s First- 

Class Mail) consists of operational (or “customer”) mail-Le., monthly account 

statements and the like-not solicitation or marketing mail. In 2003, for example, 

solicitation letters represented only 60 million pieces-or I 1  percent of Bank 

One’s total First-class letters in that year.4 Likewise, in 2003 solicitation letters 

Rappaport Direct (BOC-T-I) at 5. By contrast, Capital One’s First-class mail volume was highly 2 

volatile during the three years of historical record in Docket No. MC2002-2. See Docket No. 
MC2002-2. 2 Tr. 207. 209-210. 

Derived from Attachment OCABOC-TI-19, corrected Aug. 27, 2004 

Rappaport Direct (BOC-T-I) at 5 

J 

4 
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represented only about 25 percent of J. P. Morgan Chase's total First-class 

letters in that year. Because the volume of operational or customer mail is 

largely nondiscretionary, an underestimate of this magnitude necessarily implies 

a veritable explosion in the volume of Bank One's First-class Before Rates 

solicitation letter volume: 

I am unaware of any reason to explain why the Before Rates solicitation 

volumes of Bank One (and J.P. Morgan Chase) might surge so dramatically if 

existing First-class rates remained unchanged. For this reason, a cap on total 

discounts would only serve to reduce the value of the agreement to the Postal 

Service and Bank One by choking off additional First-class Mail volumes. 

'' Corrected response of witness Rappaport to OCAIBOC-T-I3 
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Return Forecast 
(1) Operational Mail (Ops) 
( l a )  BankOne 
(1 b) JPM Chase 
(2) 
(2a) BankOne 
(2bj JPM Chase 
(3) 

Marketing Mail - Letters (Mktg) 

Marketing Mail - Flats (Bank One) 

0.34% 0.45% 0.46% 
0.34% 0.34% 0.34% 
0.60% 0.60% 0.60% 
9.00% 6.17% 6.10% 
9.00% 9.00% 9.00% 
4.00% 4.00% 4.00% 

11 .OO% 11 .00% 11 .00% 

(4) USPS FCM average return rates 1.23% 1.23% 1.23% 

Unit cost  assumptions 
(5) Inflation cost adjustment factor 

(6) Manual Flat Returns Unit Cost 
(7) Manual Letter Returns Unit Cost 
(8) Electronic Flat Returns Unit Cost 
(9) Electronic Letter Returns Unit Cost 
(10) Address Change Service (ACS) Success Rate 

4.0% 4 0% 4.0°/:, 

$ 1.04 $ 1.09 $ 1.13 
$ 0.55 $ 0.57 $ 0.60 
$ 0.45 $ 0.47 $ 0.48 
$ 0.34 $ 0.36 $ 0.37 

85.0% R5.0"% 85 0% 

(1 1) Percent of new marketing mail switched from Standard Mail (SM) 100 0% 

(12) Contingency Factor 1030 

100 00% IO0 0% 

(1) 
( l a )  BOC-T-1 
( l b )  OCAIBOC-TI-I7 
(2) 
(2a) BOC-T-1 
(2b) OCAIBOC-TI-I7 
(3) BOC-T-1 
(4) USPS-LR-liMC2002-2 
(5) MC 2004-3 USPS T - I  at page 13 
(6) Manual Return Costs ($1 0190) * (1 + (5)) 
(7) USPS-LR-lIMC2002-2 * ( l + (5 ) )  
(8) Electronic Returns Costs ($0 4301) * (1+ (5)) 
(9) USPS-LR-liMC2002-2 * ( I +  (5)) 
(10) USPS witness Wilson. T4iMC2002-2 
(11 j BOC-T-1 
(12) USPS-LR-liMC2002-2 
(13) Year 1 * (5) 
(14) Year2 * (5) 

Weighted averageof ( l a )  and ( l b )  

Weighted average of 2(aj and 2(b) 

Assumptions Bank One / JPM Chase NSA Model 911 12004 
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Sldley Austin Brown B Wood Confidential 91112004 

Opcralianal *,m 
Mnrkeling inail letter 
Markcling r m a ~ l  flat 

Total 

( 1 )  Volume calculations -- Combined Bank One and JPM Chase 
Before rates 

iOc.- ,.wo~'il .; 
443,589,268 

35,043 000 
985,282.268 

r ib i ,2 !>U,000 
547,282.548 

35,043,000 
1,469,575,548 

506 11!~i1,~111Il 
i i C  WY,338 
is 043 1100 
692,692.338 

T0h l i l i  (100 
3' 1 667 295 
'ii 1c4.3 000 

853,360,295 

l i 
461,700.000 1 470,500,000 1 575,883,210 

(1)  h lC2004~JBOC i L l a t p a g e S ~ 6  
0 )  MC 21104 .i floc 1 ~ 1  at page 5  ti 
13) OCAiBOC-TI-13.19, OCNUSPS~T1~44 (Rappapon: 

Assumes start of YEAR 2 is date of integration of mail Strearns. YEAR 1 only applies to Bank One 

1 7 )  Y t A H  1 only includes Bank One BR ani1 AR fOreCaSl9 
Y t A R  2 and YEAR 3 Before Rslus and Af!er Rates volume 16 sum of Chase anrl Bank One BH and AR fo1ocasts 

(2) Year 1 and Year 2 marketing mail Iellei volume calculated us~rig co r l~ lan t  l a m  
t 1) Y<:,,r 1 dnri Yi:ar 2 m;irkrt#ny rn i ig#1  lellrr volume I .ilc:Uiaftil usl!ng constant la110 

" i  i ~ : > u , o o ~ l  
313,420,625 

1,259,613,625 
:is.043,000 

91 1,150 000 
513,420,625 

35,043,000 
1,459,513,625 
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(1) Breakeven Analysis -- Combined Bank One and JPM Chase 
Before rates 

Marketing mail letter -- Original 29.387.000 67.587.00( 
SOLVE -- Marketing mail letter ~~ Increase Where USPS Value Equals $0 214,202,268 279,695,54t 

Total 243,589,268 347,282,541 

ENTER -- Switched Marketing Mail Letter Volume 200,000,000 200,000,00( 

After rates 
Marketing mail letter -- Original 
Marketing mail letter -- Solution Where USPS Value Equals $0 

48.442.000 225.542,00( 
443,589,268 547,282,54t 

(2) USPS Value -- Combined Bank One and JPM Chase $ - $  

(3) Discount Earned _-Combined Bank One and JPM Chase $20,489,113 $ 21,178,77; 

(4) Solve for BR Increase Where USPS Value Equals $0 e------ CLICK I 

(5) Volume calculations -- Combined Bank One and JPM Chase 
Before rates -_Total 
After rates --Total 

785,282,268 1.269.575,54t 
985,282,268 1.469.575,54{ 

(1) Page2 
(2) Page 11 Revised 
(3) Page 6 
(5) Page 2 
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Agreement Structure 
" Thrrslirild adlu'ted 8n YEAR 2 and 3 per conlract si~pulatian 612 34 of the NSA contri$cI (535+358 i+l 

I V.., 1 Y.3,, "oar 1 

785,2R2.26R 1 269,575,548 1,259,613,625 
9R5 282,268 1469.575 54R 1.450.bl3625 

S 625 000 $ 625000 S 625000 
s 750 nuu s m o o 0  s i i oooo  

LxpOI..re 8 "  1,rst 1,er s a 5 , n n n  s 625,ono $ i , ~ ~ , n o o  
E~aus . , r i  81 srcaild Isel s ~ n , n n n  s 75onno $ 7snnnu 
cx!>"r..ri: , I ,  1/,~111 ,,el 5 8 7 5 , o ~ i  s 875,000 $ 8?s,ooo 
Exposrirr 8" fourth tier S 1,4~11J,fOfX S 1,400000 $ 1,4110,000 
Exposure ~n fiflh tier $ 1,575,000 S 1,575,000 5 i,575,000 
Exposure 111 sixth f/er . $ 5,264,113 S 5,953777 5 5,455,681 

18) Total Exposure $ 10,489,113 $ 11,178,777 $ 10,680,881 

Bdni One I JPhl Chase NSA Madel 
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ili Operational Mail 
( 2 )  Marketing mail letter 
(3) Marketing mail flat 

Before Rates Forecast 
(4) Operational Mail 
(5) Marketing mail letter 
( 6 )  Marketing mail flat 

After Rates Forecast 
(7) Operational Mail 
(81 Marketing mail letter 
(511 Marketing mail flat 

Return Forecast 
(10) Operational Mail 
( 1  1) Marketing iiiail letter 
(12) Marketing rmail flat 

Return Costs 
113) Operational Mail 
(14) Marketing mail letter 
(15) Marketing mail flat 
i l f i )  Total 

After Rates Return Costs 
(17) Operational Mail 
(181 Marketing mail letter 

UAA Rate 

(19) Marketing mail flat 
(20) Total 

(21) Return Cost Savings 

0.3% 
9.0% 

i i . o y o  

~ 0 6 . 6 ~ o . 0 0 0  
243,589,268 

35,043,000 

506.6~0.000 
443,589,268 

35,043,000 

1,722,610 
21.923.034 

3.854.730 

0.5% 
6.2% 

11 .Oh 

887,250,000 
347,282,548 

35,043,000 

887.250.000 
547282,548 

3~,043,0o0 

4,006,210 
21,441,269 

3,854,730 

0.5% 
6.1% 
i i .w0 

91 1,150,000 
313,420,625 
35,043,000 

91 i.150.00n 

35,043,000 
513,420,625 

4,149,610 
19,116,970 
3,854,730 

$ 949.503 $ 2.296.552 $ 2,473,906 
$12.083.976 $ 12,291.164 $ 11.397.115 
$ 4,022,592 $ 4,183,496 $ 4,350,835 
$ 17,056,071 $ 18,771,212 $ 18,221,857 

$ 949,503 $ 2.296.552 $ 2,473,906 
$ 8,207,984 $ 8.348.715 $ 1,741,437 
$ 2,069,144 $ 2,151,910 $ 2,237,986 
$ 11,226,630 $ 12,797,177 $ 12,453,329 

$ 5,829,441 $ 5,974,035 $ 5,768,528 

(1) Page 1, (1) 
( 2 )  Page 1, ( 2 )  
(31 Page 1, ( 3 )  
(41 Page 2. (1) 
( 5 )  P a w  2. (11 
(6) Page 2. (1) 
(7) Page 2. (1) 
i8) Page 2. (1) 
(9) Page 2. (1) 
(10) (11 ' (4)  
(11) ( 2 ) '  ( 5 )  
(12) (3) '(6) 
(13) (10) * Manual Letter Returns Unit Cost (Assumptions) 
114) (11) *Manual Letter Returns Unit Cost (Assumptions) 
115) (12) * Manual Flats Returns Unit Cost (Assumptions) 
(16) (13) + (14) + (15) 
(17) (10) * Manual Letter Returns Unit Cost (Assumptions) 
118) ( (1  1) 'ACS Success Rate' Electronic Letter Returns Unit Cost)+ (1 - ACS Success Rate) 'Manual Letter Returns Unit Cost * (1 
(19) ((12) * (1 ~ ACS Success Rate) * Manual Flat Returns Unit Cost) + ((12) * ACS Success Rate * Electronic Flat Returns Unit Co: 
(20) (17) + (18) + (19) 
(21) (16) ~ (20) 

UAA calcs Bank One / JPM Chase NSA Model 91112004 



35 1 

(1) Standard Mail Regular Revenue per piece 

Mail Category 
Mixed AADC Auto 
AADC Auto 
3-Digit Auto 
5-Digit Auto 
Basic Nonauto 
3/51 Digit Nonauto 

Total Volume 
Revenue per piece 

Revenue per piece Volume Weighted Avg. 
$ 0211 14.909.235 3,152,805 
$ 0.199 54,590,401 10,890,478 
$ 0.183 449,527,587 82,432,060 
$ 0.166 404,644.679 67,231,338 
$ 0.259 9.140.988 2.367.494 
s 0 237 7,037,907 1,667,561 

939,850,797 167,741,737 
$ 0.178 

(2) Standard Mail ECR Revenue per piece 

Mail Category Revenue per piece Volume Weighted Avg. 
Basic Nonauto Letters 5 0 182 11,093,331 2,015,552 
Basic Auto Letters s 0 148 25 699.949 3,805,740 
Hiah-Densitv Letters s 0 164 25.764 4,225 
I 

Saturation Letters 
W Total Volume 

0 152 727.170 110,530 
37,546,220 5,936,047 

Revenue per piece $ 0.158 

(3) Average Revenue per piece 

(1) Rate Schedule 
(2) Rate Schedule 
(3) (Standard Mail Regular Revenue +Standard Mail ECR Revenue) / 

(Standard Mail Regular Total Volume + Standard Mail ECR Total Volume) 

I S  0.178 1 

SM rev calcs Bank One / JPM Chase NSA Model 9/1/2004 
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First Class Letter 
(1)a First-class Operational Letter revenue per piece 
(1)b First-class Marketing Letter revenue per piece 
(2) First-class Operational Letter cost per Piece Before Rates 
(3) First-class Operational Letter cost per Piece After Rates 
(4) First-class Operational Letter avg. Contribution Before Rates 
(5) First-class Operational Letter avg. Contribution After Rates 
(6) First-class Marketing Letter cost per Piece Before Rates 
(7) First-class Marketing Letter cost per Piece After Rates 
(8) First-class Marketing Letter avg. Contribution Before Rates 
(9) First-class Marketing Letter avg. Contribution After Rates 

Standard Mail 
(10) Standard Revenue per Piece 
i l l )  Standard Cost per Piece 
(12) Standard Letter Contribution per Piece 

( l ) a  Weighted average of Bank One and JPM Chase revenue per piece 
(1)b Weighted average of Bank One and JPM Chase revenue per piece 
(2) Weighted average of Bank One and JPM Chase cost per piece 
(3) Weighted average of Bank One and JPM Chase cost per piece 
14) ( l a )  ~ (2) 
(5) ( l a )  - (3)  
(6) 
(7) 
(8) ( I b ) -  (6) 
(9) ( I b ) -  (7) 
(10) Average Revenue per Piece (SM rev calcs) 
(1 1)  Average Cost per Piece. Including Contingency (SM cost calcs) 

Weighted average of Bank One and JPM Chase cost per piece 
Weighted average of Bank One and JPM Chase cost per piece 

(12) ( 1 0 ) - ( 1 1 )  

Contrib inputs Bank One / JPM Chase NSA Model 

0.292 0.292 0.292 
0.293 0.292 0.292 
0.107 0.112 0.116 
0.107 0.112 0.116 
0.185 0.180 0.176 
0.185 0.180 0.176 
0.146 0.142 0.147 
0.130 0.130 0.135 
0.145 0.150 0.145 
0.163 0.162 0.157 

0178 0178 0178 
0088 0091 0095 
0090 0087 0083 

9/1/2004 
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ACS Savings 
(1) Operational Mail 
(2) Marketing Mail Letter 
(3) Marketing Mail Flat 

Contribution from New Volume 
(4) Operational Mail 
(5) Marketing Mail Letter 

(6) Total Exposure 
(7) Total Incremental Discounts 

(8) Total USPS Value 

1 
$ - $  - $  - $  
$ 3,992,272 $ 4,060,722 $ 3,765,349 $ 
$ 2,012,052 $ 2,092,534 $ 2,176,235 $ 

$ - $  - $  
$ 14,484,790 $ 15,025,521 $ 14,739,097 $ 

5 10.489.113 $ 11,178,777 $ 10.680.681 $ 
5 10,000,000 $ 10,000,000 $ 10.000.000 $ 

UAA Calcs. ((13)-(17))*1~03 
UAA Calcs. ((14)-(18j)*1.03 
UAA Calcs. ((15)-(13))*1 03 
(Operational Mail After Rates - Operational Mail Before Rates) * FCM Operational Letter avg. Contribution After Rates 
(Marketing Mail Letter After Rates - Marketing Mail Letter Before Rates) * (FCM Marketing Letter avg. Contribution After Rates - SM Cc 
Disc&Exp. (8) 
Disc&Exp. (3) - (8)  
(1) + (2) + ( 3 )  + (4) + ( 5 )  - (6) - (7 )  

USPS value Bank One / JPM Chase NSA Model 
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1 .oo 

1 .oo 
1.00 

Special Services Update 
Address Change Service (ACS Flats) 

PI 

[91 
[IO]  

ACS COA Notification 
Mechanized Terminal 

Non-Mechanized Terminal 

% of ACS 
Volume 

ACS COA notification $0.2691 [51 58.03% [ I l l  
ACS Nixie processing $0 2074 161 41.97% [I21 

TOTAL COST PER PIECE 100.00% [I31 

ACS Nixie Processing 
Nixie Clerk handling 
ACS Nixie Keying 

Volume Weighted 
Cost per Piece 

$0 1561 [20] 
$0.0870 I211 

$0.243 [22] 

Total I 

$0 2691 

$0.0000 
$0.2074 

Fre uenc 
Weighted I 

$0.2074 
$0.2074 

Tab -3 (Table 5 2) Bank One / JPM Chase NSA Model 
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A 
Annual Volume 

(Thousands) 
1. 

2. 
3. 
4. 
5. Total 

Physical Return Costs 
Cost for UAA Mail Being Returned to Sender 

Physical Flat Mailpieces Returned 

B C D 
Annual Cost 
(Thousands) 

CosffPiece Freauency 

69,209 (1) $0.0545 (2) $3,771 1 .oo 

33.866 (3) $0.2711 (4) $9,181 0.49 (5) 
24,021 (6) $0.5381 (7) $12,926 0.35 (8) 
69,209 (1) $0.6295 (9) $43.567 1.00 

[ 

(1) Refer to Table 5.2.1.2. Row 3.a. Column D (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2. Row 3.a. Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1. Column A and a portion of Row 3, Column A. Refe 
Section, Volume Profile, Table 4.3. "Disposition at CFS Unit". of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3. Column H. and Table 5.2.1.3.1, Column A, Row 4 (USPS-LR-J-69). 
(5) This is the portion of return to sender mail that is returned by the Nixie clerk at the delivery unit, along with the 
portion of ACS Nixie that is returned at the CFS unit. This is the ratio of Rows 2 and 1. Column A. 
(6) Refer to Volume Section, Volume Profile, Table 4.3. "Disposition at CFS Unit", Total Returned. 
(7) Refer to Table 5.2.2, Column G, (Non-ACS) Total. Non Mach terminal costipiece is used. 
(8) This is the portion of return to sender mail returned from the CFS unit, along with the portion of ACS Nixie that is 
returned from the CFS unit. This is the ratio of Rows 3 and 1. Column A. Table 5.2.2. 
(9) Refer to Table 5.2.4.1. Row 2. Column F.This Number was calculated based on data obtained from USPS Cost Attributim 

Physical Returns Bank One / JPM Chase NSA Model 
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Electronic "Return" Costs 
Cost of UAA Mail Being Returned to Sender 

Bank One Accepts ACS Flats 

A B c D 
Annual Volume 

(Thousands1 
1 
2. 
3. eACS 
4. Total 

Annual Cost 
LThousands) I 

CosffPiece (1) Freauencv 

69,209 (1) $0.0545 (2) $3,771 1 .OO 
33.866 (3) $0.2711 (4) $9.181 0.49 (5) 

c 
(1) Refer to Table 5.2 1 2 ,  Row 3.a. Column D (USPS LR-J-69) 
(2) Refer to Table 5.2.1.2, Row 3.a, Column G (USPS-LR-J-69) 
(3) Refer to Table 5.2 1 3 1 (USPS-JR-J-69) This IS the sum of Row 1, Column A and a portion of Row 3, Column A. Refer to Vo 
Section, Volume Profile. Table 4 3, "Disposition at CFS Unit", of the portion of mail that is returned to sender. 
(4) This IS the ratio of Table 5.2 1.3, Column H, and Table 5.2 1.3.1, Column A, Row 4 (USPS-LR-J-69) 
(5) This is the cost of the Nixie clerk preparing mail for the CFS unit (USPS-LR-l/MC2002-2. page 1. row 2 as proxie). 
(6) From Tab 3 of USPS LR-J-69 

Electronic Returns Bank One / JPM Chase NSA Model 
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Postal Rate Commission 
Submitted 9/1/2004 3:03 pm 
Filing ID: 41590 

Return Forecast 
(1) Operational Mail (Ops) 
( l a )  BankOne 
( Ib)  JPM Chase 
(2) Marketing Mail -Letters (Mktg) 
(2a) BankOne 
(2b) JPM Chase 
(3) Marketing Mail -Flats (Bank One) 

0.34% 0.45% 0.46%, 
0.34% 0.34% 0.34% 
0.60% 0.60% 0.60% 
9.00% 6.17% 6.10% 
9 00% 9.00% 9.00% 
4.00% 4.00% 4.00% 

11 .OO% 11 .OO% 11 .OO% 

(4) USPS FCM average return rates 1.23% 1.23% 1 23% 

Unit cost  assumptions 
(5) Inflation cost adjustment factor 

(6) Manual Flat Returns Unit Cost 
(7) Manual Letter Returns Unit Cost 
(8) Electronic Flat Returns Unit Cost 
(9) Electronic Letter Returns Unit Cost 
( I O )  Address Change Service (ACS) Success Rate 

4 ~ 0 %  4.0% 4 0% 

$ 1.04 $ 1.09 $ 1.13 
$ 0.55 $ 0.57 $ 0.60 
$ 0.45 $ 0.47 $ 0.48 
$ 0.34 $ 0.36 $ 0.37 

85.0 % 85.0% 85.0% 

(1 1) Percent of new marketing mail switched from Standard Mail (SM) 100 0L4, 100 0% 100 0% 

(12) Contingency Factor 1030 

(1) 
( l a )  BOC-T-I 
( I b )  OCAIBOC-TI-I7 
(2) 
(2a) BOC-T-1 
(2b) OCAIBOC-TI-I7 
(3) BOC-T-1 
(4) USPS-LR-liMC2002-2 
(5) MC 2004-3 USPS T-I  at page 13 
(6) Manual Return Costs ($1.0190) ' (1 + (5)) 
(7) USPS-LR-liMC2002-2 * ( I +  (5)) 
(8) Electronic Returns Costs ($0.4301) * ( I +  (5)) 
(9) USPS-LR-liMC2002-2 * ( I +  (5)) 
( I O )  USPS witness Wilson, T4iMC2002-2 
(11) BOC-T-I 
(12) USPS-LR-liMC2002-2 
(13) Year 1 * (5) 
(14) Year 2 * (5) 

Weighted average of ( l a )  and ( Ib)  

Weighted average of 2(a) and 2(b) 

Assumptions Bank One i JPM Chase NSA Model 9/1/2004 
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Sldley Austin Brown 8 Wood Confidential 911 120114 

( 1 )  Volume calculations -- Combined Bank One and JPM Chase 
Before rates 

Operal,"rlal mall 47LJ 134.9'12 608,411 !(l I 'WU42.1 401 536,650.000 887 250,000 91 1 .1  j0,OOIJ 
Markrtlng mail idler 79 215,956 38 870 1104 50,703 685 243.589.268 347,262,548 313,420,625 

35,043,000 35,043.000 35,043,000 Marketing mail flat 24,704,043 52,897,1042 35,8Zti,43Y 
Total 583,054.991 600,179,615 595,955,531 785,282,268 1,269,575,548 1,259.613.625 

After rates 
Oprra1,"nai mall 
Markellng ma11 lellel 
Marketing mail flat 

Total 

536 650,000 887.2~0.000 Y 1 I ,  15o.ono 

3s.043,noo 35,043.000 35,043.00n 
443,589,268 547,282,546 513,420,625 

985,282,268 1,469,575,548 1,459,613,625 

(2) Volume Calculations .. Bank One 
Before rates 

Operational mall 650 000 506,fi50 000 ~~6,850 on0 
hOarketirlg niail Iellei 13 589,268 li0.999.33ii 1.11.602.898 
Marketing mail flal ~~~ .E 043 no0 35,11.13,11u0 35,U43.0!10 

Total 583,054,991 600,179,615 595,955,531 785,282,266 692,692,338 673,295,696 

Aner rates 
Operatlollal ",all 
Marketliig mail letlei 
Markelins, rriail flat 

~ .. 
Total 

(3) Volume calculations -- JPM Chase 
Before rates 

Opcral,or,sl ,,,a,1 
Markeling mail I k l l ~ r  
hilarkelinq mail flat 

Total 

!XI6 650 000 5!16.650.000 5tiii,1150 0011 
343,589 268 '31 1,1567,295 284,930 012 

-. 15 1143 0llll 15.1143.0011 35 i143."00 
- 985,282,268 853,350,295 826,623,012 

I I 
- 475,200,000 461,700,000 I 470,500,000 I 576,683,210 586,317,723 

After rates 
Oprrallnnal ,"a ~~~ 380 6ec noc 4u.i.iiio OIIII 
Marketing inail letter ~~~ 235,615,253 228,390 1613 
Marheling iiiail flat 

Total .- 616,215,253 632,990.613 

1 I) 
( 2 )  
(3) OCAiBUC~T1~13.19. OCAIUSPS-TI-44 (Rappapon) 

NIC 2004~3 BOC 1:1 a1 page 5 - 6 
MC 21104~3 BOC 1 ~ 1  at page 5 - 6 

Assumes Star3 of YEAR 2 is date of integration of mail Streams. YEAR 1 only applies to Bank One 

(1) Y t A K  1 only inClUileS Ballk One BR and AR !oie~asls 
YEAR 2 and YEAR 3 Before Ralos arid Afler Ralas volunlt 1s sum of Chase and Bank Om: BR and AR forpcasls 

(2) Year 1 and Year 2 rns ik i l t r ig  rnall IeltPl volume ralculaled using canstanl ratio. 
( 3 )  Yvar 1 dnd Year I imaiketing ,mail lelter volunle ca1c.ulalrd using mnli tanl  ratio 

Vlllulne c.a1ci Bank O i l r  j JPM C h a i r  NSA Model 
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(1) Breakeven Analysis -- Combined Bank One and JPM Chase 
Before rates 

Marketino mail letter -- Oriainal 29.367.000 67.587.00( 
~ - 

SOLVE -- Marketing mail letter -- Increase Where USPS Value Equals $0 214,202.268 279,695,54t 
Total 243,589,268 3 4 7 , 2 8 2 ~  

ENTER -~ Switched Marketing Mail Letter Volume 200,000,000 200,000,00( 

After rates 
Marketing mail letter -- Original 
Marketing mail letter -- Solution Where USPS Value Equals $0 

48,442.000 225,542,00( 
443,589,268 547,282,54t 

(2) USPS Value -- Combined Bank One and JPM Chase $ - $  

(3) Discount Earned -- Combined Bank One and JPM Chase $20,489,113 $ 21,178,77i 

(4) Solve for BR Increase Where USPS Value Equals $0 <------ CLICK I 

(5) Volume calculations -- Combined Bank One and JPM Chase 
Before rates --Total 
After rates -. Total 

785,282,268 1.269.575.54t 
985,282,268 1.469.575.54t 

(1) Page2 
(2) Page 11 Revised 
(3) Page 6 
(5) Page 2 
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Agreement Structure 

'' Threshold adjusted 1,) YEAR 2 an" 3 per caniracl st~puial~on 612 34 of the NSA contract 5351328 lil 

Discovnl on volume above threshold 

I U S  282,268 1.269.575,54R 1259613,625 
98s 282,2fin 1,469575,548 1,4s~.613.625 

s 62s,onn s 625,000 s fi25.000 

s ~ i 5 , n n o  s 8 7 ~ 0 0 0  s 875.000 
S 750,000 S 750000 S 750,000 

S b25.UUll 5 625,000 $ 625,000 
s i s ~ u u o  i 150,ouu x m , o u n  
s 8 m n n  s 875,non s  soan an 
9 1,400,000 B 1400,000 $ 1.4U0.000 



365 

Return Costs 

(1) Operational Mail 
(2) Marketing mail letter 
13) Marketing mail flat 

Before Rates Forecast 
(4) Operational Mail 
(5) Marketing mail letter 
(6) Marketing mail flat 

After Rates Forecast 
(7) Operational Mail 
(81 Marketing inail letter 
(9) Marketing mail flat 

Return Forecast 
(10) Operational Mail 
( 1  1) Marketing mail letter 
(12 )  Marketing mail flat 

Return Costs 
(13) Operatlanai Mail 
(14) Marketing mail letter 
(15) Marketing mall flat 
(16) Total 

After Rates Return Costs 
(17) Operational Mail 
(181 Marketinq mail letter 

UAA Rate 

(19) Marketing mail flat 
(20) Total 

(21) Return Cost Savings 

0.3% 0.5% 0.5% 
9.0% 6.2% 6.1% 

11 .O% i i .n% 11 .O% 

506.6so.000 8n7,250,000 91 i.15o.000 
243,589.26n 347.2n2.548 313,420,625 

35,043,000 35,043,000 35,043,000 

506.6~0.000 n87.250.000 91 i . i ~ o . 0 0 0  

35,043,000 35,043,000 35.043.000 
443,589,268 547,262,548 513,420,625 

1,722,610 4,006,210 4,149,610 
21,923,034 21.441269 19.1 16.970 

3,854,730 3,854,730 3,854,730 

$ 949,503 $ 2,296,552 S 2,473,906 
$12,083,976 $ 12,291,164 $ 11,397,115 

$ 949,503 $ 
$ 8,207,984 $ 

2,296,552 $ 
8,348,715 $ 

2,473.906 
7,741.437 

$ 2,069,144 $ 2,151.910 $ 2,237,986 
$ 11,226,630 $ 12,797,177 $ 12,453,329 

$ 5,829,441 $ 5,974,035 $ 5,768,528 

Page 1. (1) 
Page 1. (2) 
Page 1. ( 3 )  
Page2. (1) 
Page 2. (1) 
Page 2. (1) 
Page 2. (1) 
Page 2. (1) 
Page 2. (1) 
(1) ’ (4) 
(2 )  ’ (5) 
( 3 )  ’ (6) 
(10) ’ Manual Letter Retu[ns Unit Cost (Assumptions) 
(11) ’ Manual Letter Returns Unit Cost (Assumptions) 
(12) ’ Manual Flats Returns Unit Cost (Assumptions) 
(13) + (14) + (15) 
( I O )  ’ Manual Letter Returns Unit Cost (Assumptions) 
((1 1) ‘ACS Success Rate* Electronic Letter Returns Unit Cost)+ (1  - ACS Success Rate) ’Manual Letter Returns Unit Cost * (1 
((12) * (1 - ACS Success Rate) * Manual Flat Returns Unit Cost) + ((12) * ACS Success Rate * Electronic Flat Returns Unit Cot 
(17) + (18) + (19) 
(16) ~ (20) 

UAA calcs Bank One / JPM Chase NSA Model 9/1/2004 
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(1) Standard Mail Regular Revenue per piece 

Mail Category 
Mixed AADC Auto 
AADC Auto 
3-Digit Auto 
5-Digit Auto 
Basic Nonauto 
315 Digit Nonauto 

Total Volume 
Revenue per piece 

Revenue per piece Volume Weighted Avg. 
s 0211 14.909.235 3,152,805 
5 0.199 54.590.401 10,890,478 
$ 0.183 449,527,587 82,432,060 
$ 0.166 404,644,679 67,231,338 
$ 0.259 9,140,988 2,367,494 

0.237 7,037,907 1.667.561 
939.850.797 167.741.737 . .  

$ 0.178 

(2) Standard Mail ECR Revenue per piece 

Mail Category Revenue per piece Volume Weighted Avg. 
Basic Nonauto Letters v < 0.182 11,093,331 2,015,552 
Basic Auto Letters s 0.148 25,699,949 3,805,740 
High-Density Letters 5 0.164 25,764 4,225 
Saturation Letters 
W Total Volume 

Revenue per piece 

(3) Average Revenue per piece 

s 0.152 727.170 110,530 
37.546.220 5.936.047 

(1) Rate Schedule 
(2) Rate Schedule 
(3) (Standard Mail Regular Revenue + Standard Mail ECR Revenue) / 

(Standard Mail Regular Total Volume + Standard Mail ECR Total Volume) 

, ,  

$ 0.158 

I $  0.178 

SM rev calcs Bank One / JPM Chase NSA Model 911 12004 
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First Class Letter 
(1)a First-class Operational Letter revenue per piece 
(1)b First-class Marketing Letter revenue per piece 
(2) First-class Operational Letter cost per Piece Before Rates 
(3) First-class Operational Letter cost per Piece After Rates 
(4) First-class Operational Letter avg. Contribution Before Rates 
(5) First-class Operational Letter avg. Contribution After Rates 
(6) First-class Marketing Letter cost per Piece Before Rates 
(7) First-class Marketing Letter cost per Piece After Rates 
(8) First-class Marketing Letter avg. Contribution Before Rates 
(9) First-class Marketing Letter avg. Contribution After Rates 

Standard Mail 
(10) Standard Revenue per Piece 
(11) Staridard Cost per Piece 
(12) Standard Lrlter Contribution per Piece 

(1)a Weighted average of Bank One and JPM Chase revenue per piece 
(1)b Weighted average of Bank One and JPM Chase revenue per piece 
(2)  Weighted average of Rank One arid JPM Chase cost per piece 
(3) Weighted average of Rank One and JPM Chase cost per piece 
(4) ( l a )  - (2) 
(5) ( l a )  ~ ( 3 )  
(6) 
(7) 
(8) (Ib) ~ (6) 
(9) i l b )  - (71 
(10) Average Revenue per Piece (SM rev calcs) 
(1 1) Average Cost per Piece. Including Contingency (SM cost calcs) 

Weighted average of Bank One and JPM Chase cost per piece 
Weighted average of Bank One and JPM Chase cost per piece 

(12) ( 1 0 ) - ( 1 l )  

0.292 
0.293 
0.107 
0.107 
0.185 
0.185 
0.146 
0.130 
0.145 
0.163 

0.292 
0.292 
0.112 
0.112 
0.180 
0.180 
0.142 
0.130 
0.150 
0.162 

0.292 
0.292 
0.116 
0.116 
0.176 
0.176 
0.147 
0.135 
0.145 
0.1 57 

0178 0178 0178 
0088  0091 0095 
0 0 9 0  0087 0083 

Contrib inputs Bank One / JPM Chase NSA Model 9/1/2004 
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ACS Savings 
(1) Operational Mail 
(2) Marketing Mail Letter 
(3) Marketing Mail Flat 

Contribution from New Volume 
(4) Operational Mail 
(5) Marketing Mail Letter 

(6) Total Exposure 
(7) Total Incremental Discounts 

$ - $  - $  - 5  
$ 3,992,272 $ 4,060,722 $ 3,765.349 5 
5 2,012,052 $ 2,092,534 $ 2,176.235 5 

$ - $  - 5  
$ 14,484,790 5 15,025,521 $ 14,739,097 5 

$ 10,489.113 $ 11,178,777 $ 10,680.681 5 
$ 10,000.000 $ 10,000,000 $ 10,000.000 5 

(8) Total USPS Value $ - $  - 5  - 5  

UAA Calcs, ((13)-(17))*1 03 
UAA Calcs, ((14)-(18))*1 03 
UAA Calcs, ((15)-(19))*1.03 
(Operationai Mail After Rates - Operational Mail Before Rates) * FCM Operational Letter avg. Contribution AHer Rates 
(Marketing Mail Letter After Rates - Marketing Mail Letter Before Rates) * (FCM Marketing Letter avg. Contribution AHer Rates 
Disc&Exp. (8) 
Disc&Exp, (3)-(8) 
(1) + (2) + ( 3 )  + (4) + (5) ~ (6) ~ (7) 

SM Cc 

USPS value Bank One / JPM Chase NSA Model 
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$0 2691 

ACS COA Notification 
Mechanized Terminal 

Non Mechanized Terminal [21 

ACS Nixie Processing 
Nixie Clerk handling 
ACS Nixie Keying 

lvolume 

Special Services Update 
Address Change Service (ACS Flats) 

lcost per Piece 
- 

Total I 7 

ACS Nixie processing 

TOTAL COST PER PIECE 

~~ 

$0.2074 161 41.97% 

100.00% 

$0.0000 [31 
$0.2074 I [41 

1 00 

Neighted I 
:ostlPiece 

$0.0000 
$0 2074 
$0.2074 

I I I 1 %  of ACS I IVolume Weiahted I 

Tab -3 (Table 5 2) Bank One / JPM Chase NSA Model 



371 

1. 

2. 
3. 
4. 
5. Total 

A 
Annual Volume 

(Thousands) 

Physical Return Costs 
Cost for UAA Mail Being Returned to Sender 

Physical Flat Mailpieces Returned 

B C D 
Annual Cost 
(Thousands) 

Freauency CosffPiece 

69,209 ( I )  $0.0545 (2) $3,771 1.00 

33,866 (3) $0.2711 (4) $9.181 0.49 (5) 
24,021 (6) $0.5381 (7) $12.926 0.35 (8) 
69,209 (1) $0.6295 (9) $43.567 1 .oo 

[ 

(1) Refer to Table 5.2.1.2. Row 3.a. Column D (USPS LR-J-69). 
(2) Refer to Table 5.2.1.2. Row 3.a,  Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2.1.3.1 (USPS-JR-J-69). This is the sum of Row 1 ,  Column A and a portion of Row 3, Column A. Refe 
Sectlon, Volume Profile, Table 4.3, "Disposition at CFS Unit". of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3. Column H. and Table 5.2.1.3.1. Column A, Row 4 (USPS-LR-J-69). 
(5) This is the portion of return to sender mail that IS returned by the Nixie clerk at the delivery unit, along with the 
portion of ACS Nixie that is returned at the CFS unit. This is the ratio of Rows 2 and 1 ,  Column A. 
(6) Refer to Volume Section, Volume Profile, Table 4.3. "Disposition at CFS Unit", Total Returned. 
(7) Refer to Table 5.2.2. Column G, (Non-ACS) Total. Non Mach terminal costlpiece is used. 
(8) This is the portion of return to sender mail returned from the CFS unit, along with the portion of ACS Nixie that is 
returned from the CFS unit. This is the ratio of Rows 3 and 1, Column A, Table 5.2.2. 
(9) Refer to Table 5.2.4.1, Row 2. Column F.This Number was calculated based on data obtained from USPS Cost Attributi, 

Physical Returns Bank One / JPM Chase NSA Model 
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1 
2 
3 eACS 
4. Total 

Electronic "Return" Costs 
Cost of UAA Mail Being Returned to Sender 

Bank One Accepts ACS Flats 

A B C D 
Annual Volume Annualcost Fre uenc 

I 
CosVPiece (11 !Thousands) (Thousands1 

69,209 (1) $0.0545 12) $3,771 1 .oo 
33,866 (3) $02711 (4) $9,181 0 4 9  (5) 

c 
(1) Refer to Table 5 2 1 2, Row 3 a, Column D (USPS LR-J-69). 
(2) Refer to Table 5 2 1 2 ,  Row 3.a. Column G (USPS-LR-J-69). 
(3) Refer to Table 5.2 1.3 1 (USPS-JR-J-69). This is the sum of Row 1, Column A and a portion o i  Row 3. Column A Refer to Vo 
Section, Volume Profile. Table 4.3, "Disposition at CFS Unit'. of the portion of mail that is returned to sender. 
(4) This is the ratio of Table 5.2.1.3. Column H, and Table 5.2.1.3.1, Column A, Row 4 (USPS-LR-J-69) 
(5) Ttiis IS the cost of the Nixie clerk preparing mail for the CFS unit (USPS-LR-liMC2002-2. page 1, row 2 as proxie). 
(6) From Tab 3 of USPS LR-J-69 

Electronic Returns Bank One / JPM Chase NSA Model 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE, PARTIALLY REDIRECTED 

FROM BANK ONE CORPORATION WITNESS LAWRENCE BUC 

OCA/BOC-T2-3. Please refer to your testimony at page 3, lines 20 through 22. You 
project response rates for Standard Mail between 0.1 percent and 0.7 percent, with 0.4 
percent as the average response rate for credit card solicitation. 

a. 

b. 

What is the response rate specifically applicable for Bank One? 

What is the lift specifically applicable for Bank One? 

RESPONSE: 

In the period since the implementation of the Capital One NSA I have been 

involved in extensive discussions with most of the major credit card issuers in the 

United States, and have analyzed publicly available materials such as those employed 

by witness BUC. In my experience, this information is regarded as highly proprietary by 

credit card issuers. These companies are not only reluctant to disclose this information 

in public litigation, but are generally unwilling to share such information even in private 

negotiations in which all parties are covered by written non-disclosure agreements. 

Nonetheless, I can affirm that the assumptions used in Mr. BUC’S model comport well 

with my understanding, and the understanding of my colleagues who are involved in 

NSA negotiations, of how mailing decisions are affected by response rates and lift. 



3 7 4  

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKEn TO 
INTERROGATORY OF THE OFFICE OF THE CONSUMER ADVOCATE, PARTIALLY REDIRECTED 

FROM BANK ONE CORPORATION WITNESS LAWRENCE BUC 

OCA/BOC-T2-4. On page 4, you discuss the lifetime value of a customer. 

b. 
discussed on page 4 of your testimony. If you do not confirm, then explain why not. 

Also confirm that $102.43 is the lifetime value of a Bank One customer, as 

RESPONSE: 

b. I cannot confirm that $102.43 is the exact average lifetime value of a Bank 

One customer. In my experience, this information is regarded as highly proprietary by 

credit card issuers. These companies are not only reluctant to disclose this information 

in public litigation, but are generally unwilling to share such information even in private 

negotiations in which all parties are covered by written non-disclosure agreements. 

Nonetheless, I believe that the method used by witness BUC to respond to this 

interrogatory appears to be a reasonable approximation. 



RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS’ ASSOCIATION. INC. 

VPIUSPS-TI-1. 

Please refer to your testimony at page 14, lines 14-18. 

a. Would you agree that every other credit card issuer in the country that uses mail to 
solicit new business is similarly situated to Bank One and Capital One? Please explain 
any answer that is not an unqualified affirmative. 

b. Can you envision any circumstances under which a credit card issuer that uses mail 
for solicitation purposes that would not be considered to be similarly situated to Bank 
One and Capital One? If so, please state those circumstances. 

c. Please assume that (i) several firms are direct competitors in the same line of 
business, not necessarily credit cards or finance, and (ii) each firm uses the mail to 
solicit new business. With respect to eligibility for a Negotiated Service Agreement 
(“NSA) from the Postal Service, would you agree these firms are similarly situated? If 
you do not agree fully, please list all reservations which you have. If you feel that you 
need more information, please so state and indicate the type of information needed. 

RESPONSE: 

a. I’m not aware that a precise definition of the term “similarly situated” has been 

propounded, but in a general sense I would agree. 

b. See my response to part a 

c. To give an unqualified response I would need to know what industry the 

companies were in, and how such companies compete for the acquisition of 

customers 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI -2. 

Please refer to your testimony at page 15, lines 1-3 

a. Please cite all circumstances of which you are currently aware that would make it 
inappropriate for the Postal Service to provide NSAs to all competitors within an 
industry. 

b. Please assume that for one or more firms in an industry the Postal Service and the 
Commission have previously approved a NSA (perhaps functionally equivalent to the 
Capital One NSA, but not necessarily so). Please cite any circumstances of which you 
are aware that would make it appropriate for the Postal Service to withhold from a 
competitor a NSA that is functionally equivalent to the one already in existence. 

c. In your opinion, would the volume of mail generated by one competitor in an industry 
be a factor that could cause it to be considered dissimilar from one or more of its 
competitors that are party to a NSA? Please explain any affirmative answer. 

RESPONSE: 

a. For example, the Postal Service must demonstrate that an NSA is - at a 

minimum -contribution neutral. It this condition cannot be met then it would be 

inappropriate to enter into an NSA with the company. 

b. See my response to part a 

c. In the absence of any other differences, volume alone would not be sufficient for 

a customer to be considered dissimilar, though it would be likely to have an effect 

on the terms of the NSA. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-3. 

Please refer to your testimony at page 3, where you state that "[tlhe Bank One NSA 
affirms the Postal Service's commitment to extend the Capital One NSAs terms and 
conditions to other mailers." 

a. Has the Postal Service made a commitment to extend an NSA that is functionally 
equivalent to the Capital One NSA to any company that (i) uses First-class Mail 
extensively for solicitation purposes, and (ii) has a high percentage (e.g., 9-1 1 percent) 
of its solicitation mail returned as Undeliverable as Addressed ("UAA")? Please explain 
any answer that is not an unqualified affirmative. 

b. Has the Postal Service made a commitment to extend an NSA that is functionally 
equivalent to the Capital One NSA to any company that uses First-class Mail 
extensively for solicitation purposes? Please explain any answer that not an unqualified 
affirmative, 

c. Has the Postal Service made a commitment to extend an NSA that is functionally 
equivalent to the Capital One NSA to any company that now uses Standard Mail 
extensively for solicitation purposes and that would consider sending some or all of it as 
First-class Mail? Please explain any answer that not an unqualified affirmative. 

RESPONSE: 

a. Yes, although there has been no commitment made to any specific company. 

Moreover, in order to qualify, a company would have to accept electronic ACS in 

lieu of the physical return of undeliverable as addressed mail when such mail is 

used for solicitation, as well as the other terms set forth in DMM G911 

b. Yes, subject to the limitations described in my response to part a 

c. No. This situation has not arisen. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-4. 

a. Please refer to page 1 of your Appendix A, and confirm that in year 1 the unit cost for 
an electronic flat return address correction is 45 cents, and for a letter it is 34 cents. If 
you do not confirm, please explain. 

b. Please explain why it costs the Postal Service 11 cents more to provide an electronic 
return address correction for a flat than for a letter. 

RESPONSE 

a. Confirmed 

b. Flats are generally processed on non-mechanized terminals in CFS units. These 

terminals have a lower throughput rate than the mechanized terminals on which 

letters are processed, and therefore have a higher cost. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-5. 

Your testimony at page 11 notes that "[tlo be conservative, witness Rappaport has 
estimated that 100 percent of incremental [First-Class] volume would be converted from 
Standard Mail." 

a. During 2003, did any of Bank One's Standard Mail solicitations contain mail pieces 
that were UAA? If you do not know for certain, would it be reasonable to assume that 
this was the case? 

b. During 2003, did the Postal Service provide Bank One with (i) any kind of physical 
returns or (ii) return information about any of its Standard Mail pieces that were UAA? 
Please explain any answer that is not an unqualified negative, and indicate the Postal 
Service's extra costs and revenues associated with any return services that it provided 
for Bank One's Standard Mail pieces that were UAA. Do not include any costs incurred 
to destroy or dispose of UAA Standard Mail. 

c. During 2003, did Bank One request any forwarding services for its Standard Mail 
solicitations that might be UAA but forwardable? 

d. When Standard Mail solicitations are converted to First-class Mail, will the Postal 
Service incur extra costs for any pieces that are UAA but forwardable? If so, please 
indicate the approximate unit cost of forwarding such mail. 

RESPONSE: 

a. Yes. 

b. If pieces were returned as described, then such returns were inadvertent. I know 

of no reason why the number of Standard Mail pieces inadvertently returned to 

Bank One would be different in relative terms from the number returned to the 

average mailer. Consequently, any costs that would arise from such activity can 

be fairly assumed to be included in the costs of Standard Mail already. 

c. I am not aware of any such mail. 

d. Presumably some of the pieces converted will be forwardable. In the Postal 

Service's response to POlR 2, question 7 in MC2002-2, the unit cost of 

forwarding a letter was 30.7 cents 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS’ ASSOCIATION, INC. 

VPIUSPST1-6. 

Please assume that, for its solicitations sent via Standard Mail, Bank One does not use 
any kind of endorsement for such mail that is UAA (Le., no endorsement requesting 
forwarding, return to sender, or address correction). 

a. Why does the Postal Service believe Bank One needs physical return or electronic 
address correction service for UAA mail in its First-class solicitations? 

b. Regardless of your answer to preceding part a, within the context of structuring a 
NSA that is similar, or functionally equivalent, to the Capital One NSA, did you consider 
offering Bank One the option of a new endorsement in the return address block which 
would indicate that (i) if the piece is UAA and non-forwardable, and no physical return or 
address correction is necessary, and (ii) the Postal Service may dispose of the piece in 
a manner similar to the way it disposes of Standard Mail that is UAA? In other words, 
did the Postal Service explicitly consider offering Bank One an optional endorsement 
that would enable the Postal Service to handle and dispose of First-class non- 
forwardable mail at minimum cost? If the Postal Service did give explicit consideration 
to such an option, but rejected it, please indicate all reasons for the rejection. If such an 
option was offered to Bank One, and rejected by Bank One, please indicate all reasons 
of which you are aware for its rejection. 

RESPONSE: 

a. The Postal Service has not assumed that Bank One “needs” returned mail 

information. The return of undeliverable mail is an existing feature of First-class 

Mail 

b. No such endorsement was considered. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI -7. 

a. For FY 2003, what was the total number of pieces of First-class UAA mail which the 
Postal Service (1) returned to sender or, in lieu of returning to sender, and (2) supplied 
with an electronic address correction? 

b. For the Test Year, or any subsequent year following implementation of the proposed 
NSA, does the Postal Service have any projection or estimate of the total volume of 
First-class UAA mail which it either (1) will return to sender, or, (2) in lieu of returning to 
sender, will supply with an electronic address correction? If so, please provide. 

RESPONSE 

a. Assuming the proportion of UAA mail used in LR-J-69, filed in Docket No. R2001-1, 

there were approximately 1.2 billion pieces of First-class UAA mail that were returned 

to sender. There were 1.9 million electronic ACS returns during the same period. 

b. The Postal Service does not routinely project the number of undeliverable First-class 

Mail pieces, but has no reason to believe that the percentage of pieces that are UAA will 

exceed the percentage assumed in the Postal Service's analysis. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-8. 

a. For FY 2003, what was the Postal Service's total cost of First-class UAA mail which 
the Postal Service either returned to sender or, in lieu of returning to sender, supplied 
an electronic address correction? 

b. For the Test Year, or any subsequent year following implementation of the proposed 
NSA, does the Postal Service have a projection or estimate of the total cost of First- 
Class UAA mail which it either (i) will return to sender, or, (ii) in lieu of returning to 
sender, will supply with an electronic address correction? If so, please provide. 

c. If, in response to preceding parts a and b, you show that the total cost of 
nonforwardable First-class UAA mail is projected to be lower than in FY 2003, please 
indicate all major reasons for the projected decline in the total cost of handling such 
mail. 

RESPONSE: 

a. The total cost of handling UAA mail in TY 2003 was estimated to be $1.9 billion. 

This estimation comes from Table 5.1 in LR-J-69. Docket No. R2001-1. 

b-c. The Postal Service does not routinely project the costs as requested. However, 

the costs of UAA mail generally vary in proportion to total First-class Mail 

volume. Consequently, if First-class Mail volume continues to decline, the 

aggregate costs of handling UAA mail are likely to decline irrespective of other 

effects 
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VPIUSPS-TI-9. 

When you testified as a Postal Service rebuttal witness in Docket No. MC2002-2, you 
testified that the Postal Service did not have the operational capability to implement the 
terms of an NSA with Capital One on a systemwide basis as a niche classification at 
that time. (See Rebuttal Testimony of Postal Service witness Michael K. Plunkett, 
USPS-RT-1, Tr. 9/1866- 69; Opinion & Recommended Decision, Docket No. MC2002-2, 
p. 34, n. 45.) Does the Postal Service now have any better operational capability to 
implement the terms of the NSA with Bank One as a niche classification at this time? If 
not, why not? If so, please explain what capabilities exist, and state why this NSA was 
not proposed as a niche classification. 

RESPONSE: 

Having implemented the Capital One agreement, the Postal Service has the technical 

ability to implement additional agreements more easily. The fundamental problem with 

implementing declining block discounts through niche classifications remains, however. 

For block discounts to increase the Postal Service's net contribution, while giving the 

mailer an incentive to use the discounts, the discount blocks must be reasonably 

tailored to the volumes that the mailer is expected to enter with and without the 

discounts. A niche classification is poorly suited for this kind of calibration, for the 

reasons explained in more detail by the Postal Service and its witnesses in the Capital 

One case. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI -1 0. 

For your response to the questions below, please make the following assumptions. 
First, assume that the largest originator of First-class UAA mail requiring return to 
sender (if such originator is not already Cap One) signs an NSA similar to that signed by 
Cap One and the pending NSA proposed for Bank One. Second, assume that the 
second largest originator, the third largest, fourth largest, etc., all sign similar NSAs. 
Based on your understanding of the volumes of mail sent by the largest originators of 
First-class UAA mail, approximately how many such NSAs would the Postal Service 
need to execute in order to reduce by 20 percent the cost of handling First-class UAA 
mail that otherwise would require return to sender? 

RESPONSE: 

This question can not be answered since the Postal Service does not compile 

information on returned mail by customer unless such customers use electronic ACS 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-11. 

For your response to this question, please assume that the Postal Service decided to 
offer all bulk First-class mailers the option of free electronic address correction in lieu of 
physical return to sender. Under this assumption, would the proposed NSA with Bank 
One still be advantageous to the Postal Service? If so, please do your best to describe 
and quantify the advantage to the Postal Service? 

RESPONSE: 

Yes. As described in Appendix A in my testimony, the Postal Service expects the 

agreement with Bank One to produce a net gain in contribution as a result of increased 

First-class Mail volume. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-12. 

In responding to the questions below, please make the following assumptions. For First- 
Class bulk mail (Le., all First-class Mail that qualifies for any kind of discount below the 
rate for single piece First-class Mail), assume the Postal Service: (i) eliminated free 
return to sender for UAA mail; (ii) reduced the rates for bulk First-class by the amount 
of savings from elimination of free return service; (iii) required mailers who either want 
their non-forwardable bulk First-class UAA mail returned or, in lieu thereof, want an 
electronic address correction to indicate their desired preference in the return address 
block; and (iv) charged bulk First-class mailers an appropriate cost-based fee for the 
service rendered. 

a. How would the change hypothesized above affect the proposed NSA with Bank One? 

b. 1. Assuming that the proposed NSA with Bank One were to be recommended by 
the Commission and implemented by the Postal Service, would the existence this 
NSA, along with the current Cap One NSA preclude the Postal Service from filing 
a subsequent request with the Commission to implement an overall market- 
based solution to the high cost of returning UAA mail? 

2. Even if it would not preclude such a request, would it in any way make it less 
likely? Please explain why it would or would not. 

RESPONSE: 

a. These assumptions would produce far-reaching effects on First-class Mail that 

preclude a precise response. Moreover, without knowing the differing fees for 

physically returned or electronically returned mail, it is difficult to assess the 

perceived value of electronic returns to a large mailer such as Bank One. In 

general however, the Postal Service would presumably still want to provide 

incentives for large mailers to adopt electronic returns because of the cost 

difference. In addition, the Postal Service considers the declining block rate 

structure included in the Bank One agreement to have considerable utility 

independent of any changes in return service. 

b. 1. No. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

cont'd 

2. I do not believe it would be less likely. Based on my experience, the number 

of mailers likely to qualify for and negotiate functionally equivalent agreements will 

comprise a relatively small proportion of First-class Mailers. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VP/USPS-T1-13. 

The executed NSA provided in Attachment F of your testimony states in Section ll.G.2 
that. Bank One may have a six-month extension to May 31, 2005 to have its solicitations 
updated against NCONCASS. Has the Postal Service estimated the loss that it would 
incur if Bank One utilized this extension? If so, please provide that estimate. 

RESPONSE: 

No. I note, however, that none of the cost savings projected by the Postal Service in 

this case are predicated on the frequency of NCOA processing. 



389 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-14. 

Has Bank One provided the post-merger information that it is required to file within 90 
days of a merger (which counsel for Bank One has advised the Commission occurred 
on July 1, 2004; see Responses of Bank One Corporation to Office of Consumer 
Advocate Interrogatories (OCNBOC-TI-2-6 and TI-8-10 (July 8, 2004) page I )?  If so, 
please provide. If not, when is this information expected to be filed, and how can 
intervenors and the Commission be expected to evaluate this proposal prior to receiving 
this information? 

RESPONSE: 

This information has not yet been provided. The merger provisions of the contract 

between Bank One and the Postal Service are not binding until the Commission issues 

a Recommended Decision approving the contract, and the Governors of the Postal 

Service approve such a Decision. Furthermore, Bank One and the Postal Service must 

jointly agree on an implementation date. If it is necessary to merge volumes for the 

purposes of recalibrating discount thresholds, there will be adequate lead time in which 

to do so. The Postal Service considers the information filed by the parties to be 

sufficient for a thorough evaluation of this proposal. As in the Capital One case, there is 

a clause in the agreement that allows the parties to adjust the terms as needed in the 

event of a merger 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-15. 

The Bank One NSA provides that a material change in the Domestic Mail Classification 
Schedule ("DMCS") or the Domestic Mail Manual ("DMM") "that affects the basic 
structure of this agreement or changes the benefits of the arrangement" occurs, each 
party may terminate the agreement, without penalty. (Section V.F.5.) 

a. Do you believe that if the Postal Service were to propose successfully to the 
Commission that the price of electronic address correction would be reduced by 
any amount, or that any charge is imposed for physical return of commercial 
First-class Mail, that the Postal Service could terminate the agreement without 
penalty under this clause? Please explain your answer. 

b. Do you believe that if the Postal Service were to propose successfully to the 
Commission the creation of a First-class bulk subclass, that the Postal Service 
could terminate the agreement without penalty under this clause? Please explain 
your answer. 

RESPONSE: 

Whether the hypothetical changes described in this question constitute "material" 

changes under the agreement depends on the size of the charge for physical return, the 

rate reduction for electronic return, or both. The bigger the magnitude of the change(s), 

the more likely that the clause referenced above could be invoked. In any event, such a 

change in circumstances, even if material, would permit, but not require, a termination 

of the agreement. 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 
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VPIUSPS-TI-16. 

Has the Postal Service developed any mailer-specific costs for the Bank One NSA? If 
so, please provide. If not, why have mailer-specific costs not been developed? 

RESPONSE 

See response to POlR 1,  question 3. 
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VPIUSPS-TI-17. 

a. Please confirm that Bank One Corporation witness Brad Rappaport (BOC-T-1) states 
at page 3, lines 9-1 1, that "Bank One typically uses Standard Mail for about 90 percent 
of its approximately one billion solicitations each year." Please explain any 
nonconfirmation. 

b. Please confirm that 90 percent of approximately one billion is approximately 
900,000,000. 

c. Please refer to Appendix A, page 9, of your testimony (USPS-T-I), which indicates 
that Bank One's 2003 Standard Mail volume was as follows: 

Reaular 464.277.517 
ECIR 26:72 1 :96 1 
Total 490,999,478 

Please reconcile the above total in your Appendix A with Bank One's Standard Mail 
volume of approximately 900,000,000 derived from witness Rappaport's testimony, and 
account for the difference of approximately 400,000,000 pieces. 

RESPONSE: 

a. Confirmed. 

b. Confirmed 

c. The Standard Mail volumes presented in my testimony are used to illustrate the 

approximate unit contribution from Bank One's volume. In doing so, the Postal 

Service used Bank One permit data to compile Bank One Standard mail volumes 

for 2003. To the extent Bank One used third party permits to enter Standard mail 

during the same period, this volume would not have been included. As these 

numbers were used only to estimate Standard mail contribution, the magnitude of 

the numbers is unlikely to have a meaningful effect on my analysis. 
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VPIUSPS-TI-I8 

Please refer to Appendix A, pages 3 and 4, of your testimony. Please compare the FY 
2003 First-class Mail volume shown on page 3, in column 1, with the FY 2003 First- 
Class Mail volume shown on Dage 4, in column 11, and provide a full explanation for the 
following differences in the volumes shown there. 

APP. A 
Page 3 
E 

Non-automation presort letters 16,901,503 
Automation presort: 
Mixed AADC Letters 3,622,017 
AADC Letters 6,093,703 
3-Digit Letters 361,677,512 
5-Digit Letters 189,245,273 
Automation Carrier Route Letters 577,594 

Total 558,117,962 

Response. 

APP. A 
Page 4 
Col. 11 

16,896,034 

3,462,228 
5,935,849 

321,218,301 
150,886,728 

115,591 

498,514,731 

The First-class volumes presented on pages 3, 4, and 5 of Appendix A represent 

FY2003 Bank One volumes in term of volume tracked through the Permit system. 

However, because of time lags involved in consolidating end of FY data from the Postal 

Service systems, the Permit System may not identify all the volume for a given FY. 

Thus, there is a timing mismatch. This discrepancy represents, on average, two days of 

Bank One's mailing profile. The total First-class Mail volumes presented on page 2 of 

Appendix A represent a reconciled volume analysis between Bank One and the Postal 

Services Permit system for FY2003. 
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VPIUSPS-TI -19. 

a. Please refer to Appendix A, page 7, of your testimony, and confirm that the “Return 
Forecast” shown on lines 10-12 is the volume of returns expected Before Rates. If you 
do not confirm, please explain fully what the data shown on these lines represent. 

b. Please refer to Appendix A, page 7, of your testimony, and confirm that the ”Return 
Costs” shown on lines 13-16 is the cost of manually handling the volume of the Before 
Rates returns shown on lines 10-12. If you do not confirm, please explain fully what 
the costs shown on these lines represent. 

c. Please refer to Appendix A, page 7, of your testimony, and confirm that the “After 
Rates Return Costs” shown on lines 17-20 is the cost of returning the volume of Before 
Rates returns shown on lines 10-12, when Address Correction Service (“ACS”) is used 
for 85 percent of the marketing letters and flats. If you do not confirm, please explain 
fully what the costs shown on these lines represent. 

Response. 

a. Confirmed. 

b. Confirmed 

c. Confirmed 
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VPIUSPS-TI -20. 

a. Please confirm that the total volume of Bank One's returns After Rates will be as 
shown below. If you do not confirm, please provide what you believe to be the correct 
figures for the volume of Bank One's returns After Rates. 

Year 1 Year 2 Year 3 
Operational Mail 1,722,610 1,722,610 1,722,610 
Marketing Mail Letter 4,359,780 11,559,780 11,559,780 
Marketing Mail Flat 3,854,730 3,854,730 3,854,730 
Total 9,937,120 17,137,120 17,137,120 

b. Would you agree that in years 2 and 3 After Rates (i) the total volume of Bank One's 
Undeliverable as Addressed ("UAA") First-class Mail requiring returns will be more 
than 100 percent greater than Before Rates, and (ii) the total volume of Bank One's 
UAA First-class Marketing Mail will be more than 130 percent greater than Before 
Rates? If you do not agree, please provide what you believe to be the correct figures, 
and show their derivation. 

c. Do you consider the Bank One Negotiated Service Agreement ("NSA) to be a step in 
the direction of reducing the volume of UAA First-class Mail that the Postal Service 
must handle each year? Please explain any answer that is not an unqualified negative. 

Response. 

a. Confirmed that these projections are used in this docket. Bank One's actual 

After Rates return volumes, by definition, cannot be known at this time. 

b. If actual results prove to be consistent with these projections, I will agree. 

c. Viewed in isolation, these projections show that the effect of this agreement will 

be to increase the number of First-class Mail UAA pieces that the Postal Service 

will handle. Of course, the goal of this agreement is not to reduce the number of 

UAA pieces at the expense of all other possible goals. The goal of the instant 

agreement is to provide a net increase in contribution to the Postal Service's 

bottom line. To pursue the goal of reducing UAA volume without regard to other 

considerations would be an excellent example of suboptimization. 



396 

RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. 

VPIUSPS-TI-21. 

a. Please confirm that, with the assumptions used to compute the costs shown in 
Appendix A, page 7, lines 17-19, of your testimony, the Postal Service's total cost to 
handle the total volume of Bank One's returns After Rates will be as shown below. If 
you do not confirm, please provide what you believe to be the correct costs for the 
Postal Service to handle the total volume of Bank One's returns After Rates. 

Year 1 Year 2 Year 3 
Operational Mail $949,503 $ 987,483 $ 1,026,982 
Marketing Mail Letter $ 1,632,302 $4,126,009 $4,291,050 
Marketing Mail Flat $2,078,536 $2,161,677 9 2,248,145 
Total $4,660,340 $7,650,261 $ 7,956,272 

b. Would you agree that in years 2 and 3 After Rates, the Postal Service's total cost to 
handle Bank One's returns will exceed the Before Rates return costs of $6,752,241 and 
$7,022,330, respectively? If you do not agree, please explain fully. 

c. Would you agree that in years 2 and 3 After Rates, the Postal Service will incur 
incremental costs of $3,471,268 and $3,610,119 over your After Rates return costs 
(Appendix A, p. 7, I. 20) to handle the predictable increase in UAA returns? If you do 
not agree with these figures, please provide what you believe to be the correct 
incremental costs. 

d. Would you agree that the incremental volume of letter mail in years 2 and 3 is 
99,055,000 pieces (i.e., 128,442,000 less 29,387,000)? If you do not agree, please 
explain and provide what you believe to the incremental volume in years 2 and 3. 

e. Would you agree that in years 2 and 3 the incremental costs of the incremental 
volume on account of UAA returns is $0.035 and $0.036 per piece, respectively? If you 
do not agree, please explain and provide what you believe to the incremental costs in 
years 2 and 3. 

f. Please assume that an NSA. such as the one proposed for Bank One, induces an 
incremental volume of First-class Mail that will contain UAA mail that is predictably 
and substantially higher than the systemwide average. As a general proposition, should 
the unit profitability of this incremental volume be based solely on the sender's mail 
mix and the systemwide average unit costs, or should there be an adjustment in the unit 
profitability to reflect the higher costs imposed by the higher percentage of UAA mail? 
Please explain your answer. 

Response, 

a. Confirmed. 

b. Under the assumptions identified, I agree. 
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c. I would agree, but note that the model accounts for additional return costs. 

See Appendix A, page 7. 

d. Under the assumptions identified, I agree 

e. Under the assumptions identified, I agree 

f .  As a general proposition, the estimated unit profitability should reflect specific 

information to the extent that it is practical to do so. In my analysis presented in 

Appendix A to my testimony, I have incorporated Bank One's estimated UAA rate 

in an adjustment to the unit costs 
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VPIUSPS-TI -22. 

a. Would it be reasonable to assume that a sharp increase in the volume of Bank One's 
First-class marketing mail that is UAA and non-forwardable (and which is therefore 
eligible for some kind of return service) would be accompanied by a predictable 
increase in the volume of UAA First-class Mail that is forwardable, and which the Postal 
Service therefore will have to forward? Please explain fully any answer that is not an 
unqualified affirmative. 

b. If the Postal Service has any estimate of the statistical relationship between the 
volume of UAA mail that is forwardable versus that which is non-forwardable (and 
returned), please (i) provide this estimate, and (ii) provide your best estimate of the 
likely increase in the volume of Bank One's First-class Mail that the Postal Service will 
have to forward during years 2 and 3 as a direct result of implementing the proposed 
NSA. 

c. Did your analysis of the Postal Service's costs and benefits from the proposed NSA 
include the predictable increase in the cost of forwarding Bank One's UAA marketing 
mail? If so, please (i) provide the amount which you computed for the incremental cost 
of forwarding UAA mail, and (ii) indicate where in your Appendix A this figure appears. 

Response. 

a. There is no reason to suppose that the increase in UAA mail that is forwardable 

will be proportional to the increase in UAA mail that is non-forwardable. There 

are many reasons why mail pieces are returned as undeliverable: including 

insufficient address, expired forwarding orders, deceased addressee, no 

forwarding order on file, etc. Conversely, mail can be forwarded only when there 

is an active forwarding order on file. 

b. I am not aware that there is a known statistical relationship between the quantity 

of a given customer's mail that is forwardable and the volume that is returned. 

To some extent, one would expect both volumes to be positively correlated with 

total volume sent. However, this doesn't necessarily imply a meaningful 

correlation between the two quantities. 
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c. My analysis did not include this effect because I anticipate that Bank One's 

forwarding rate will be comparable to the system wide average. 
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VPIUSPS-TI-23. 
In recent years, has the Postal Service conducted any special studies or 
analyses to determine whether First-class Mail returned as Undeliverable as 
Addressed ("UAA") was in fact non-deliverable as addressed? That is, to the 
Postal Service's knowledge, for First-class Mail that was returned, could some 
portion of it in fact have been delivered as addressed but, for whatever reason, 
instead was returned to sender? If so, please provide a summary of the 
results of such studies or analyses, or else provide the studies or analyses as 
library references. 

RESPONSE: 

I'm not aware of any such studies. 
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VPIUSPS-TI-24. 
Please refer to Docket No. MC2002-2, Response of Postal Service witness 
Charles L. Crum to APWU/USPS-T3-4(e-g) (Tr. 2/268), where he (i) develops the 
average forwarding rate for all First-class Mail of 1.96 percent, and (ii) states that 
information is not available separately on the forwarding rate for single-piece and 
discounted First-class Mail. 
a. Please confirm that the source of witness Crum's 1.96 percent datum was 
developed from data in Tables 4.2 and 4.3.3 in USPS-LR-J-69, of Docket No. 

b. Since the time of witness Crum's above-cited reply, has the Postal Service 
developed any data on the forwarding rate for single-piece First-class Mail? If so, 
please indicate what that rate is, and provide the source of the data. 
c. Since the time of witness Crum's above-cited reply, has the Postal Service 
developed any data on the forwarding rate for discounted First-class Mail? If so, 
please indicate what that rate is, and provide the source of the data. 

RESPONSE: 

R2001-1. 

a. Confirmed 

b. I'm not aware of any studies that have been conducted in this area. 

c. I'm not aware of any studies that have been conducted in this area. 
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VPIUSPS-TI -25. 
a. Since single-piece First-class Mail is never subject to National Change of 
Address ("NCOA), is it reasonable to believe that returns of single-piece First- 
Class Mail would be higher than the First-class Mail systemwide average of 1.23 
percent (USPST-1, App. A, p. 1, I. (4))? 
b. First-class solicitation mail appears to have returns that average between 9 
and 10 percent, which is approximately 7 to 8 times the systemwide average. In 
the absence of any data, analysis, or study, would it be reasonable to estimate 
that returns of single piece and discounted First-class Mail are in proportion to 
their respective shares of the total volume of First-class Mail? If not, please state 
what you believe to be the most reasonable assumption regarding the share of 
returns generated by discounted First-class Mail, and explain why. 

RESPONSE: 

a. While use of NCOA is not a qualifying condition for the entry of single 

piece First-class Mail, that does not mean that no single-piece First-class 

Mail is improved as a result of NCOA processing. For example, First- 

Class presort mailers often send some portion of their First-class Mail at 

single piece rates. Assuming these customers use a single source of 

address information, NCOA processing will improve the addresses that 

are placed on single-piece First-class Mail 

b. I'm not aware of any study that identifies the return rate separately for 

single-piece and discounted First-class Mail. In the absence of such an 

analysis, the assumption that the return rates for single-pieces and 

discounted First-class Mail are the same appears plausible. I would 

further note that Bank One's return rate of 9 percent is not typical of all 

discounted First-class Mail 
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VPIUSPS-TI -26. 

Your response to VP/USPS-TI-8 indicates that the total costs of handling UAA 
mail in TY 2003 was estimated to be $1.9 billion. 
a. If discounted First-class Mail accounts for approximately half of all First-class 
UAA returns, would it be reasonable to assume that discounted First-class Mail 
accounted for about half, or $950,000,000, of the total cost of handling UAA mail 
in TY 2003? 
If not, please state what you believe to be the most reasonable estimate for the 
total cost of handling UAA returns of discounted First-class Mail in TY 2003, and 
explain the basis for your answer. 
b. If the Postal Service's unit cost to return a letter manually in Year 3 is 60 cents, 
and the unit cost for an electronic return is 37 cents (USPS-T-1, App. A, p. 1, II. 
(7) and (9)), and the Postal Service saves 23 cents, or approximately 38 percent 
of the cost of a manual return, would it be reasonable to assume that the Postal 
Service could save approximately $364,000,000 if all manual returns of 
discounted First-class Mail were replaced with electronic Address Correction 
Service ("ACS") returns? If you do not agree with this estimate, please provide 
what you believe to be the potential savings that the Postal Service could realize 
by having all discounted First-class Mail convert to electronic ACS. 

RESPONSE: 

a. I can't confirm this calculation, though the assumption appears to be 

plausible. 

b. I have not analyzed customers' willingness or ability to adopt electronic 

ACS, nor have I analyzed which customers make use of electronic ACS 

solely as a means to qualify to automation discounts. Without this kind of 

information, a reliable estimate of the potential net savings is not possible. 
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VPIUSPS-TI -27. 
Please refer to your response to VP/USPS-T1-7(a), in which you state that there 
were 1.9 million electronic ACS returns during FY 2003 and that there were 
approximately 1.2 billion pieces of First-class UAA mail that were returned to 
sender. 
a. During FY 2003, how many mailers used electronic ACS for their First-class 
Mail? 
That is, how many mailers accounted for the 1.9 million electronic ACS returns 
discussed in your response? 
b. Were all, or approximately all, of the 1.9 million electronic ACS returns for 
First-class Mail provided at the rate of 20 cents each during FY 2003 (excluding 
any that may have been provided to Capital One Services, Inc. ("Capital One"))? 
If not, how many (or what percentage) were provided for less than 20 cents? 
c. Would it be correct to presume that in FY 2003 the Postal Service collected 
approximately $380,000 in fees from First-class mailers for electronic ACS? If 
not, how much did the Postal Service collect in fees for electronic ACS returns for 
First-class Mail during FY 2003? 
d. In your opinion, does the 20 cent fee which the Postal Service charges for 
electronic ACS returns, versus free manual return, act as a disincentive to 
adoption of electronic ACS by First-class bulk mailers? If your answer is 
negative, please explain why not. 
If your answer is positive, please (i) explain how large a disincentive the current 
fee is, and (ii) explain all reasons for the Postal Service's reluctance to offer 
electronic ACS for the same fee (Le., as an optional free service) as manual 
returns. 
e. Please explain how the Postal Service markets its electronic ACS to users of 
First-class Mail (other than Capital One, Bank One Corporation ("Bank One"), 
and Discover Financial Services, Inc.). In particular, please explain what 
inducements the Postal Service offers to overcome resistence created comparing 
the price of electronic ACS to free physical return of UAA mail. 

RESPONSE: 

a. As of September 19, 2003 there were 1786 First Class ACS mailers 

b. Yes. 

c. Yes. 

d. In general, customers appear to prefer the free option. 

e. Over the last 15 years or so, the Postal Service's National Customer 

Support Center has provided training and presentations to many USPS 

SaleslMarketing groups, local and national Postal Customer Councils, 
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held Postal Forum sessions, and attended numerous meetings. Articles 

have also appeared in Memo To Mailers, the Mailers Companion and 

other trade publications. 
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VPIUSPS-TI-28. 
Please refer to your Appendix A, page 1. For the unit costs shown in rows (6) 
through (9), please indicate the fiscal years to which the three columns labeled 
Years 1, 2, and 3 apply. 
That is, have the unit cost data shown under Year 1 been inflated to FY 2004, or 
to FY 2005? 

RESPONSE: 

Year 1 refers to 2004. 
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VPIUSPS-TI-29. 
a. Please refer to the response of Postal Service witness Ali Ayub to VPIUSPS- 
TI-3 in Docket No. MC2004-4 and confirm that, according to that response, if a 
Standard Mailing of 10,000,000 pieces can be anticipated to have 9.0 percent 
that is UAA and non-forwardable, then based on the data provided in that 
response, should the mailer request ACS and forwarding service, on average, for 
(i) each 900,000 pieces returned, (ii) an additional 1,324,800 (Le., 1.472 x 
900,000) pieces would be forwarded. That is, for Standard Mail, if the return rate 
averages 9.0 percent, the forward rate would be expected to average 13.2 
percent. If you do not confirm, please explain. 
b. Please confirm that for every 10,000,000 pieces of First-class marketing mail 
sent by Bank One, the Postal Service projects that 900,000 (9.0 percent) pieces 
will be returned as UAA, 200,000 (2.0 percent) will be forwarded, and the number 
of pieces forwarded will be 1,124,800 less than would be projected for 
10,000,000 pieces of Standard Mail using the ratio in the above-cited response to 
VP/USPS-T1-3(d). If you do not confirm, please explain. 
c. Please confirm that currently some Standard Mailings need to be Coding 
Accuracy Support System ("CASS") certified with respect to address hygiene or 
address quality checks, but none are required to be run against National Change 
of Address ("NCOA). If you do not confirm, please explain other address 
hygiene requirements for Standard Mail that are more strict than CASS 
certification. 
d. Please confirm that discounted First-class mailings need to be run against 
NCOA within six months prior to mailing. If you do not confirm, please explain the 
requirement for discounted First-class mailings. 
e. As between mailings entered as Standard and First-class, are there any 
differences (other than those set out in preceding parts c and d) in Postal 
Service-required address hygiene or address quality measures that could 
account for some or all of the reduction in forwards when Standard solicitation 
mailings convert to First-class marketing mail? If so, please endeavor to quantify 
both the individual and cumulative effect of whatever factors you describe. 
f. If a CASS-certified list were to be run against NCOA, would the use of NCOA 
be expected to reduce the expected 1,324,800 forwards to 200,000, which is a 
reduction of 1,124,800, or 84.9 percent? Please explain why or why not. 
g. To the extent that your responses to preceding parts e and f do not fully 
account for the expected reduction in forwards of Bank One mail that converts 
from Standard to First-class marketing mail - i.e., from 1,324,800 to 200,000 - 
what additional measures will Bank One be required to take under the proposed 
Negotiated Service Agreement ("NSA) that account for the reduction in 
forwards? 
h. When Bank One converts Standard Mail to First-class Mail, if the measures 
that Bank One will be required to take, both by virtue of being entered as First- 
Class Mail and under the proposed NSA, do not account fully for the expected 
reduction in forwards, what optional address hygiene measures is Bank One 
expected to take that acount for the expected reduction in forwards from 
1,368,960 to 200,000? 
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RESPONSE: 

a. Not confirmed. The rates for Standard Mail Forwarding and Return Service 

are based upon the nationwide average ratio of forwards to returns. While this 

assumption is used in pricing a service, the nationwide average ratio of forwards 

to returns is not expected to hold true for individual mailers. For example, Capital 

One's ratio of forwarded First-class Mail to returned First-class Mail is 

approximately 0.2. I expect a similar ratio of forwards to returns for Bank One's 

solicitations. 

b. Not confirmed. As I mentioned in my response to subpart (a) above, one 

cannot assume that Bank One's ratio of forwardable UAA to non-forwardable 

UAA for Standard Mail is equal to the nationwide average ratio. Also, my 

expectation is that the forwarding rate for Bank One's First-class Mail 

solicitations will be close to the average forwarding rate for all First-class Mail 

(1.96%), which is similar to Capital One's 2.0% forwarding rate. 

c. Confirmed. 

d. Confirmed. 

e. I'm not aware of any other regulations that bear on this issue, though I would 

point out that customers pay a significant premium for First-class Mail relative to 

a comparable piece of Standard Mail. To the extent that customers place a 

premium on the timeliness of delivery of their messages, they would have an 

added incentive to minimize the number of pieces that would need to be 

forwarded prior to delivery. 
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f. I don't know, but as I indicated in response to subparts (a) and (b) of this 

interrogatory, I don't believe that Bank One's rate of forwardable UAA for its 

Standard Mail solicitations is as high as you suggest. 

g. Not applicable since your interrogatory is based upon faulty assumptions 

regarding Bank One's rate of forwardable UAA for its Standard Mail solicitations. 

Please see my responses to subparts (a), (b), and (9 of this interrogatory. 

t i .  Not applicable since your interrogatory is based upon faulty assumptions 

regarding Bank One's rate of forwardable UAA for its Standard Mail solicitations. 

Please see my responses to subparts (a), (b), and (9 of this interrogatory. 
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VPIUSPS-TI -30. 

The attached spreadsheets (Attachments 1-3) compare the returns that the 
Postal Service receives in 2005 (Year 1) (Attachment 1) and 2007 (Year 3) 
(Attachment 2) when Bank One Standard Mail converts to First-class Mail. 
Column (1) of Attachments 1 and 2 shows the return for Standard Mail, column 
(2) shows the return from un-discounted First-class Mail, and columns (3)-(8) 
compute the returns at the various discount levels contained in the NSA. 
For ease of comparison, the data in each column assume an incremental volume 
of 10,000,000 pieces. 
a. Rows (2)-(8) of Attachments 1 and 2 compute the total contribution and the per 
piece contribution for each respective column. Please review the data in this part 
of Attachments 1 and 2 and confirm that the entries accurately reflect the 
assumptions made by the Postal Service in this docket as to price and unit cost. 
If you do not confirm, please indicate what changes should be made in order to 
conform with the assumptions made by the Postal Service in this docket. 
b. Rows (9)-(23) of Attachments 1 and 2 compute the cost of handling returns of 
UAA mail for each respective column. Please review the data in this part of 
Attachments 1 and 2 and confirm that the entries accurately reflect the 
assumptions made by the Postal Service in this docket as to return rates (both 
manual and ACS), as well as the unit costs for manual and ACS returns. If you 
do not confirm, please indicate what changes should be made in order to 
conform with the assumptions made by the Postal Service and Bank One in this 
docket. 
c. The unit costs of destruction on shown on row (20) of Attachments 1 and 2 are 
somewhat arbitrary entries. If you have a better estimate for the unit cost of 
destruction, please provide. 
d. Rows (24)-(35) of Attachments 1 and 2 compute the cost of providing 
forwarding service and electronic ACS returns for each respective column. 
Please review the data in this part of Attachments 1 and 2 and confirm that the 
entries accurately reflect the assumptions as to forwarding rates and ACS 
returns, as well as the unit costs for forwarding and ACS returns, made by the 
Postal Service in this docket. If you do not confirm, please indicate what changes 
should be made in order to conform with the assumptions made by the Postal 
Service in this docket. 
e. If you believe that any further adjustment(s) should be made with respect to 
the costs of forwarding and/or ACS returns for forwarded mail in Attachments 1 
and 2, please explain clearly and fully the nature of each such adjustment, and 
indicate how it would affect (Le., increase of decrease) the costs shown in rows 
(34)-(35). 

RESPONSE: 

Before responding to the specific subparts of the question, it is important to 

emphasize that the assumptions made by the Postal Service concerning the 
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Shaded footnotes indicate that the calculation for the Standard Mail column is different. 
Price incentive level. 
Marketing tetter volume. 
Revenue per piece from Appendix A page 3 at (9) less price incentive for First Class Mail; and page 8 at (3) for Standard Mail 

In Appendix A page 1 change return rates for marketing mail - Letters (4) to 1.23% Cost from Appendix A page 4 at (18). 
(2) * (3) 

Standard Mail = page 9 at (21) * contingency. 
(2) * ( 5 )  
(4) - ( 6 )  
( 7 )  / (2) 
Appendix A page 1 at (2) 
Appendix A page 1 at (4) 
(9 ) - (11)  
(1 1) * (2) 
.85 (ACS success rate) * (12) 
. I 5  (ACS failure rate) * (12) 
Appendix A page 1 at (7) 
Appendix A page 1 at (9) 
(13) * (15) 
(14)*(16) 
(17) + (18) 
Place holder. I have no estimate for the cost of destruction however because the Same procedures for FCM and Standard the cost is 
For FCM = (13) * (20) and for Standard Mail = (12) ' (20) 

( 7 )  - (19) - (21) 
(22)  /(2) 
Unaudited Postal data from Capital One and expected for this customer. 
MC2002-2, POIR-2, Q7. (Tr. 21319.) 

(26) ' (2) 
FCM forwarding costs from MC2002-2, POIR-2, Q7 (.307'1.04"3) inflated to 2005, and (.307'1.04"5) to 2007. For Standard Mail is 

(24) - (25) 

destruction cost because no forwards. only destruction. (Tr. 21320.) 
(27) * (28) 
(2 )  * (24) 

(30) * (31) 
ACS notices costs from MC2002-2, POIR-2, Q7 inflated by 4% for 3 years to 2005, and 5 years to 2007. (Tr. 21320.) 

(22) - (29) - (33) 
(33) 
Total Contribution of Standard marketing pieces 
(34) - (3'5) 
(37) 

the ! same 
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RESPONSE OF THE UNITED STATES POSTAL SERVICE WITNESS PLUNKETT 
TO INTERROGATORY OF VALPAK DIRECT MARKETING SYSTEMS, INC. AND 

VALPAK DEALERS' ASSOCIATION, INC. Revised 9/1/04 

costs of providing returns and forwarding, and the net contribution less discount 

of mail qualifying for the NSA discounts, are highly conservative. 

First, the Postal Service based its unit cost estimates for Standard Mail on the 

Postal Service's costing methodology, while using the Commission's 

methodology to estimate the unit costs of First Class Mail. (This situation arose 

because, perhaps relating to the settlement of Docket No. R2001-I, Commission 

versions of the inputs needed to construct a Standard Mail model were not 

available at sufficient levels of disaggregation, creating an obstacle most readily 

surmounted by using Postal Service version inputs for Standard Mail.) The 

Commission methodology tends to produce higher costs. Consistent use of the 

same methodology to estimate the mail processing and carrier costs for both 

Standard Mail and First-class Mail would increase the net contribution less 

discount for each piece that migrated from Standard Mail to First-class Mail. If 

the Commission's methodology were used to cost both mail classes, the 

estimated costs of Standard Mail (and the associated piggybacks) would 

increase, and the estimated contribution from Standard mail would decrease 

accordingly. If the Postal Service's methodology were used to cost both mail 

classes, the estimated costs of First-class Mail (and the associated piggybacks) 

would decrease, and the estimated contribution from First-class mail would 

increase accordingly. Either way, the estimated net contribution less discount for 

mail that migrated from Standard Mail to First-class Mail would increase. 

Second, the Postal Service's financial calculations in this case have assumed 

that all new First-Class mail volumes generated by the NSA discounts will be 
migrated volume - iie., will be offset by a corresponding reduction in Standard 

Mail volume. If some organic growth in First-class Mail volumes (i.e., non- 

migration volumes) also occur, net contribution less discount will be larger, for 

the obvious reason that such new First-class Mail volumes will not entail any 

offsetting loss of Standard Mail contribution. 
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a. Confirmed except for the following exceptions. The cost per piece for 

marketing letters including the 1.23% return rate for Year 1 is $0.100 from 

page 5 of Appendix A,, and not $0.107 as referenced in line (5). This is the 

result if you change the forecast for marketing mail - letters (2) to 1.23% 

as noted in footnote 5. The correct value for the third year of the 

agreement is $0.108 against $0.1 16 presented. This analysis does not 

reflect the true incremental contribution per total pieces under the NSA 

because it ignores the higher contributions on the volume responses 

reauired to reach the 5 cent discount tier. 

In addition, based on the errata to Appendix A of my testimony filed on 

September 1, 2004, the following changes occur: 

1. 

pieces were also increased by the contingency factor. Raising the price of 

electronic return cost per piece from $0.340 to $0.350 and manual return 

cost per piece to $0.567 from $0.550. This was done so a contingency of 

3% is included on the cost calculations. This affects Year 3 because Year 

3 is based on inflating Year 1. 

2. 

as presented in Year 1 at the $0.05 discount from $0.015 to $0.021 for 

Year 1 and from $0.01 1 to $0.017 in Year 3. 

The manual return cost per piece and electronic return cost per 

The net effect is an increase in incremental contribution per piece 

b. Confirmed. 

c. I am not aware of any alternative estimates, though the $0.015 is a 

reasonable assumption given that the cost of destroying UAA should be 

the same irrespective of mail class. 

d. Confirmed except for the following: If the assumed forwarding rate of 

Bank One's Standard Mail is zero, the cost of destroying the mail that 

would otherwise have been forwardable should be included. 
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e. The estimated incremental contribution per piece after Standard Mail 

adjustment would be higher if the value of avoided forwarding costs could 

be calculated at this time. While an accurate estimate of this value is not 

currently available, I note that avoiding a single forward with a cost of 

$0.345 would defray the cost of 4.5 ACS notices for forwarded mail 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 2 

functionally equivalent to the Capital One NSA. He also utilizes cost figures from 
Docket No. MC2002-2 as inputs to the estimated impact of the proposal on Postal 
Service finances. Has witness Plunkett reviewed the results since the 
implementation of the Capital One NSA to test the accuracy of the cost estimates 
relied upon in support of the current proposal? If so, please present a summary of 
his findings. 

POlR 1, Q2. Witness Plunkett (USPS-T-1) asserts that the Bank One NSA is 

RESPONSE: 

A limited amount of unaudited empirical information exists. Thus far, Capital 

One's return rate is in line with expectations (10%). Capital One's forwarding rate is 

also in line with the system average. The system average is 1.96% while Capital One's 

forwarding rate to date is 2.0%. For these reasons, the Postal Service believes the cost 

figures used in Docket No. MC2002-2 can be relied upon in this case. As no rate 

specific First Class Mail or ACS costs studies have been completed since settlement of 

the last omnibus rate case the costs for the Bank One NSA have been inflated by 4%, 

compounded annually, to account for any cost increases. The 4% inflation factor is 

consistent with the increases in costs projected by the Postal Service in venues with 

other stakeholders, including the Presidential Commission. 

MC2004-3 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 3 

POlR 1, Q3Refer to Rule 193(e)(l), and USPS-T-1, Appendixes A and B. The return 
costs of manual letters, electronic letters, manual flats, and electronic flats as well as 
the ACS success rate used to estimate the financial impact of the proposal do not 
appear to be mailer-specific. Please provide the bases for utilizing each figure, 
including a discussion of the suitability of the proposed factors as proxies for Bank 
One-specific figures. If the Postal Service considers the costs to be mailer-specific, 
please provide a discussion of the variances between the mailer-specific costs and 
system-wide average costs. 

RESPONSE: 

The average costs of manual letters and electronic notices were used in the 

Capital One NSA because Capital One's mail mix and profile was that of a large 

national mailer and it is reasonable to assume that their cost structure should mirror the 

national averages. The mail mix and profile of Bank One, a national mailer should 

reflect the national average and there is no evidence to suggest that Bank One's mail 

incurs additional costs above the national averages. 

MC2004-3 
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TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 4 

Revised August 24, 2004 

POlR 1, Q4 Refer to USPS-T-I, Appendixes A and B. Please confirm that the estimated 
financial impact does not include any explicit adjustments for the effects of the planned 
implementation of the Postal Automation Redirection System (PARS). If confirmed, 
please explain why no adjustment is made for the effects of PARS and discuss the 
current implementation schedule for PARS as it relates to the proposed NSA. If not 
confirmed, please identify the adjustments. 

RESPONSE: 

Confirmed. The estimated financial impact does not include any adjustments for 

the planned implementation of PARS. My understanding is that the implementation 

schedule for PARS has been delayed. I cannot provide a time-frame for nation-wide 

implementation 

PARS will be deployed in two phases. Phase I was originally planned to begin 

deployment in July of 2003 and reach completion by May 2004. See Response of the 

United States Postal Service to APWU/USPS-T4-13, filed on November 27, 2002. 

Phase I is now planned to be completed by November 2004, at which point PARS will 

be deployed at 80 computerized forwarding system sites, 49 processing and distribution 

centers and 15 remote encoding centers. It will cover only 25% of letter mail volume. It 

will not cover any flat mail volume 

My understanding about Phase II is as follows: It is intended to achieve 

nationwide deployment, covering close to 100% of letter mail volume. There is currently 

no schedule for the implementation of Phase II, however, and it has not yet been 

approved by the Board of Governors. Before seeking such approval, postal 

management must complete a Decision Analysis Review (DAR) for Phase I1 based on 

data developed from Phase I. The earliest possible initial deployment date for Phase II 
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TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 4 

Revised August 24, 2004 

would be the fall of 2005. It appears that full deployment will not occur until well into 

2006 

Current data do not exist to permit a quantifiable estimate of the effects of the 

deployment of PARS on cost inputs to USPS-T-I Appendix A, including but not limited 

to Computerized Forwarding System (CFS) Processing and Mailstream Processing 

costs taken from MC2002-2 USPS-LR-I. That task must await the development of 

reliable data after PARS has been deployed. 

One can make a qualitative assessment, however, of the expected impact of 

PARS on ACS costs savings that are projected under the NSA. I do not believe that 

PARS will materially decrease the ACS cost savings offered by the proposed NSA, for a 

number of reasons. 

First, a significant part of the cost savings in this case relates to the handling of 

flat-sized mail through ACS. PARS will not process flat size mail. Second, PARS will 

not be fully deployed until well into 2006, which is the third year of the agreement in my 

analysis in Appendix A to my testimony. 

Third, to the extent that PARS has any effect on mail costs during the three-year 

term of the agreement, it is unlikely that PARS will materially decrease the cost savings 

for the reasons given in the Response of the United States Postal Service to 

APWUIUSPS-7, Docket No. MC2002-2. That response set forth a detailed explanation 

of how PARS will handle physical returns, how it will handle ACS mail, and how it will 

therefore reduce the costs for both physical and "electronic" returns. That qualitative 

analysis applies to the impact (or rather, the lack of impact) on the Bank One NSA. In 

sum, the cost of handling Bank One's returns under PARS may well be less and the 
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cost savings more than projected in my Appendix A to my testimony, although the 

magnitude of this effect is likely to be small. 

Fourth, the benefits of PARS are greatest for single-piece First-class Mail pieces 

that can be redirected, usually by forwarding, at the point of origin, thereby eliminating 

subsequent processing to the original delivery point and CFS processing. Because a 

majority of Bank One’s mail is presorted (Appendix A page 3), PARS will not capture 

most of the mail at the point of origin but rather at the destination processing plant 

Thus the potential benefit of PARS’ ability to capture mail early in the system for 

redirection will not be fully realized Bank One’s mail 
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TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 5 

POlR 1, Q5 Refer to Rule 196(a)(2) and Request, Attachment E, pages 12-16. Please 
confirm that the description of differences between the proposed agreement and the 
Capital One NSA recommended by the Commission and approved by the Governors 
does not include the absence of a stop-loss provision in the proposed agreement. 
Please explain and revise the attachment as necessary. 

RESPONSE: 

The Postal Service interpreted Rule 196(a)(2) as requiring the Postal Service to 

identify aspects of the contract of the proposed functionally equivalent NSA that are 

different than the baseline agreement. The contract with Capital One did not contain a 

cap on discounts and the Bank One NSA contract is similar in that respect. The cap was 

imposed on the Capital One NSA and was not a contractual requirement of either party. 

As such, the Postal Service does not believe the attachment needs to be revised 

MC2004-3 



423 

RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 6 

POlR 1, Q6 Refer to USPS-T-1, pages 14-15. Please provide any available empirical 
evidence for the evaluation of the impact of the proposal on competitors. For 
example, has the Postal Service performed any surveys, market data analysis, 
ad hoc conversations with competitors of Bank One, or has the Postal Service 
learned anything about the impact on competitors from its implementation of the 
Capital One NSA? 

RESPONSE: 

The Postal Service has not conducted any extensive surveys or market data 

analysis of the effect of the NSA on competitors of Capital One. Ad hoc conversations 

and general research on the credit card industry indicate that the NSA has not 

contributed to a gain in market share or had a material effect on the operating income of 

Capital One. The NSA does not appear to have influenced other credit card mailers to 

alter the mailing decisions or profiles 

The NSA however does provide greater incentives to Capital One to increase 

and continue its use of the First-class Mail as a marketing medium compared to 

alternative marketing channels. Competitors of Capital One, such as Bank One, who 

commit to the same service changes and are interested in First-class Mail as a 

marketing medium are disadvantaged if they are unable to take advantage of the price 

incentives to grow their mail volumes 

MC2004-3 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER’S INFORMATION REQUEST No. 1, QUESTION 7 

POlR 1, Q7 Please refer to USPS-T-I, pages 11-14 and Docket No. MC2002-2 
Tr. 2/334. Witness Plunkett accepts the forecasts of before-rates volume, 
after-rates volume and estimated return rates provided by Bank One witness 
Rappaport (BOC-T-I) and characterizes the after-rates volume estimates as 
conservative. Please provide any independent analysis done by the Postal 
Service to evaluate the reasonableness of the mailer-provided forecasts of: 
(a) before-rates volumes, (b) after-rates volumes and (c) estimated return 
rates. 

RESPONSE: 

Just as witness Crum described in his response to POlRl-Question 4 and 

POIR2-Question 4 in Docket No. MC2002-2, the Postal Service did not develop a 

parallel estimate of Bank One’s mail volume using distinct data sources or 

methodologies. The Postal Service did, however, analyze and evaluate Bank 

One’s estimates and reconciled Bank One’s volume information with data 

contained in the PERMIT system 

The estimated return-rates are based on data provided by Bank One (see 

POIR-1). The Postal Service cannot estimate the return rate for an individual 

mailer, but ad hoc discussions with customers indicates that the Bank One return 

rate is within the range for similar First-class marketing mail. 

The Postal Service believes that the TYAR rates forecast provided by 

Bank One may be conservative because as described in Bank One witness Buck 

testimony the effect of the price incentives on mailing decisions cause a material 

shift in marketing mail volume from Standard to First-class. A sensitivity analysis 

appears on the following page 

MC2004-3 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 1, QUESTION 8 

POlR 1, Q8 Please refer to Docket No. MC2002-2, Opinion para. 3050-51, and Tr. 9/1868 
and 1876. In that case, the Postal Service indicated that it was reviewing possible 
pricing approaches to physical return of mail and electronic equivalents to consider 
alternative ways to address the apparent pricing anomaly with respect to the return 
of undeliverable-as-addressed First-class Mail. Please update the Commission on 
the status of this review and how it affected the Postal Service's decision to enter 
into the proposed agreement with Bank One. 

RESPONSE: 

The NSA process to date has provided the Postal Service and others the opportunity 

to gain considerable knowledge about the existing address correction process. At the 

same time, an approach which works for some of the largest financial institutions may 

not be appropriate for the wide spectrum of customers who use the Postal Service. 

With that in mind, the Postal Service is examining both the knowledge that it has gained 

along with the needs of customers to see if there are opportunities to reduce the costs 

associated with incorrect addresses. While no specific actions have been identified as 

of yet, any resulting proposals could conceivably have such far-reaching consequences 

that they are better addressed through a general rate filing which comprehensively 

addresses all of the domestic products 

The review of ACS fees did not impact the Postal Service's decision to enter into 

the Bank One NSA. There are many elements of the NSAs that can and likely will be 

affected by future internal policy choices or deployment of equipment or introduction of 

new rates, but that by their very nature, NSA negotiations take place in the here and 

now and require relatively quick development and responses. If any of the 

aforementioned changes in policy, pricing or technology regarding ACS affect the value 

of the NSA in the future, the short term of the agreement protects the Postal Service 

from significant impact and the terms of the NSA can be reconsidered when it expires 

MC2004-3 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 2, QUESTION 4 

POlR 2, Q4. Refer to USPS-T-I, Appendix A, page 11. Please confirm that, as 
calculated, the contribution from new marketing mail letter volume (line 5) for 
Year 3 is based in part on the difference between the First-class marketing mail 
letter average contribution after rates for Year 3, and the Standard letter 
contribution per piece for Year 2 found on page 10 of the Appendix, lines 9 and 
12 respectively. Please confirm that the estimate should be based on the 
difference in unit contribution within Year 3. If confirmed, please revise the table 
as necessary If not, please explain. 

RESPONSE: 

Confirmed. Please see the errata to United States Postal Service witness 

Plunkett's testimony and Attachment A thereto, filed on August 6, 2004. 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETl 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 3 

Please refer to the response to POlR 1, Question 4. The following citation is from the 

DM News, August 5, 2004, article "PARS on Track for Rollout This Month". 

PARS is being deployed in two phases. Phase one begins this 
month and will be completed by November, at which point PARS will 
be deployed at 80 computerized forwarding system sites, 49 
processing and distribution centers and 15 remote encoding centers. 
The equipment is already in place at the postal service's National 
Customer Support Center in Memphis, TN. The second phase is to 
begin early next year. 

The article also credits a Postal Service official with an estimate that the system, when 

fully deployed, will save the Postal Service $1 million a day. Please revise the response 

to POlR 1, Question 4, as necessary and include an estimate of the effects of the 

deployment of PARS on cost inputs to USPS-T-1 Appendix A, including but not limited 

to Computerized Forwarding System (CFS) Processing and Mailstream Processing 

costs taken from MC2002-2 USPS-LR-I. 

RESPONSE: 

Please see the revised response to POlR Question 1, No. 4, filed on August 24, 2004 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 4, QUESTION 1 

POlR 4, Q I .  Refer to USPS-T-1, Appendix A, page 3. Please provide FY 2003 Billing 
Determinants separately for First-class operations letters and First-class marketing 
letters for (a) Bank One and (b) J.P. Morgan Chase. 

RESPONSE: 

Please see page 3 of the attachment to the Revised Response to the United States 

Postal Service Witness Plunkett to Interrogatory of the Office of Consumer Advocate 

(OCA/USPS-TI-44), filed September 1, 2004 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 4, QUESTION 2 

POlR 4, Q2 Refer to USPS-T-I, Appendix A, page 1. While the contingency factor in 
line 12 appears as 1.03, it is rounded from 1.025. Please explain the rationale for 
using a contingency factor of 1.025, as opposed to the 1.03 factor used in Docket No. 
MC2002-2 and R2001-1. 

RESPONSE: 

Please see the United States Postal Service Notice of Second Errata to the Testimony 

of Witness K. Plunkett, filed on September 1, 2004, and the attachment thereto. 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 4, QUESTION 3 

POlR 4, Q3 Refer to USPS-T-1, Appendix A, page 9. The ECR letter unit costs in lines 
14 and 15 (0.080 cents and 0.059 cents, respectively) are derived by applying an 
inflation adjustment to costs from Docket No. R2001-I LR-J-58 as originally filed. The 
Postal Service later revised LR-J-58, changing the cost estimates used to calculate the 
figures in lines 14 and 15. Please explain the rationale for using the unrevised costs. 

RESPONSE: 

Please see the United States Postal Service Notice of Second Errata to the Testimony 

of Witness K. Plunkett, filed on September 1, 2004, and the attachment thereto 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 5 

POlR 5.  Refer to USPS-T-1, Appendix A, page 13. The unit cost figures in lines 3 and 
4 of column B ($0.5831 and $0.6295 respectively) have been modified from the costs 
originally calculated in the referenced Tables from USPS LR-J-69. Please provide the 
source tables as modified to calculate the new cost estimates, including a description of 
the modifications and references to all input sources. 

RESPONSE: 

The $0.5831 cost figure was a transposition error; please see the United States Postal 

Service Notice of Second Errata to the Testimony of Witness K. Plunkett, filed on 

September 1, 2004 and the attachment thereto. The cost figure $0.6295 results from 

isolating flats return-to-sender costs from overall return to sender costs. Please refer to 

the following attachment. 



A’ rnent to Response to POlR 5 

1 Forward 

Table 5 2 4 1 
Mailstream Processing Unit Cost :or First-Class Mail by Disposition 

A B C D E 

Maii 
Processing Volume Mail 

Overall Cost iThousands) Processing Transportation Piggyback 

(Thousands) ill 
$138.507 (4) 1.953.295 

CostlPiece 
$0.0709 

CostlPiece 12) 
$0 00001 1 72.4% 

F 

Total 
CostIPiece 

SO 1223 

2. Return to Sender $24,670 (5) 67,564 $0.3651 $0.00001 1 72.4% S0.6295 

(1) Refer to Section 4.0, Volume Profile. Table 4 3.3, First-Class Maii. It is estimated that 5.5% of total Return to Sender Volume is Flat Maill,228.427’5.5%= 67,564 
(2) This is the ratio of Cost Segment 14: Transportation (FY2000 CRA) for First-Class Mail and the total volume of First-class 
Mailpieces from the 2000 RPW. 
(3) Based on the R2001 rate case. piggyback factorior mail processing. 
(4)  Developed from FY20001OCS survey data. This is the cost of mail processing for forwarded (23.D.F) First-Class Maiipieces of 
the following shapes: letters, postcards. flats, parcels, and IPPs. 
(5) Developed from FY2000 IOCS survey data. This is the cost 0: mail processing for return to sender (23.D.D and 
23.D E )  First-Class Mailpieces of the following shapes: flats. 

4 
W 
w 
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RESPONSE OF UNITED STATES POSTAL SERVICE MICHAEL PLUNKETT 
TO PRESIDING OFFICER'S INFORMATION REQUEST No. 6 

POlR 6. Refer to the response to POlR 5 and the attached version of Table 5.2.2 from 
Docket No. R2001-I USPS-LR-J-69. The table has been modified by outlining numbers 
of particular interest, and by adding a column H labeled "Non-Mech Only". 

The "Total Non-ACS" cost of $0.1386 in column G is used as the CFS 
Processing component of the estimated cost of physical returns of First-class letter- 
shaped mail in Docket No. MC2002-2 USPS-LR-1. Two of the components of the total 
non-ACS cost are the Non-ACS costs for Mechanized and the Non-ACS costs for Non- 
Mechanized Terminals ($0.0660 and $0.2691) which are weighted by their frequencies 
(0.83 and 0.17, respectively). 

Column H produces a parallel Total Non-ACS cost of $0.3072 using 100% of the 
non-ACS non-mechanized terminal cost, and none of the mechanized terminal costs. In 
contrast, USPS-T-I , Appendix A, page 13 (revised 9/01/2004) uses the ACS Non- 
Mechanized Terminal cost of $0.5381 for the CFS processing component of the cost of 
physical returns for First-class flat-shaped mail. 

As physical returns do not receive ACS processing, please explain the rationale 
for using the ACS non-mechanized cost ($0.5381) instead of the non-ACS non- 
mechanized cost ($0.2691) and excluding all of the other elements that make up Total 
Non-ACS costs (Le., Mail Preparation, Load and Sweep, and Support and Other). 

USPS-T-1, Appendix A. 

RESPONSE: 

If it is more appropriate to use the $0.3072 figure in your analysis, please update 

Today, Bank One's undeliverable First-class Mail flats are handled in two ways. Some 

flat pieces are sent to a CFS unit for processing and would be handled on non-mech 

terminals. For this portion of Bank One's UAA flats, purely non-mechanized costs 

would be used. However, flat pieces which do not have a valid Change of Address file 

but otherwise are undeliverable are handled manually as nixies. In the absence of 

empirical information that would allow construction of a weighted average, it is 

appropriate to use the ACS non-mechanized cost ($0.5381) from Table 5.2.2 of USPS- 

LR-J-69, Docket No. R2001-1 as a proxy for the actual costs. 
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Attachment lo POlR 6 

I Label Generation 
A. Mat1 Preparation 

B. Keying and Labeling 
Mechanized Termtnal 

- Non-ACS 
- ACS 

C Non-Mechanued Terminal 

Data Maintenance and Labeling 
ICOA Cards) 

Keying and LabelNng 

. Non-ACS 
- ACS 

D Load and Sweep 

E Suppon and Other 

Total Non~ACS 

I/ Address Correcton 
A Form 3547 
B Form 3579 
C ACS 2nd GenerationlNixie 
D ACS Keying 

Mechamed Terminal 

Non-Mechanized Terminal 
ACS Keying Subtotal 

Table 5 2 2 
Cost per Piece lor PmeSSing ai CFS Units 

A B C D E F G H 
Weighted 

Piggyback Total Total Nm-Me& 
Q& H O U ~ S ~ P I ~ C ~  ~ a b a r  ~ a t e  il) c.a$Yp,, Fanor 121 CosifPiece Freouenw C4sVPiece 

0 00020 (3) 

000148(4) 

001211 (8) 

0 00603 (4) 

OW017 13) 

0 00042 (3) 

0 00198 (3) 
0 00773 (3) 
0 00425 (3) 

NIA 

NIA 

530 64 

530 84 

$30 84 
530 64 

S30 84 

53084 

$30 84 
530 84 
530 84 

NlA 

NlA 

50 0060 

so 0457 

so 3735 

50 1860 

50 0053 

SO0131 

SO0612 
$0 2384 
$0 1310 

WA 

WA 

56.00% 50.0094 

56.00% 50.0713 

500660 (5) 
50 1320 (7) 

56 00% $0 5827 

56 00% 502901 

SO 2691 19) 
I ( 1 1 )  

58.00% 50 0083 

56.00% 50.0204 

56 00% $0 0955 
56 00% SO3719 
58 30°% 50 2074 

NIA SO 0660 112) 

NIA SO2691 (14) 

( 1 )  Clerk labor rates. 
(2) Piggyback fanor lor CFS operamns 
(3) Based on a 2-week sample period. developed from the Daily Address Information Operation Analysis 13925 Repon) 
141 Refer to Table 5 2.2 1 ,  Column C 
I51 Refer to Table 5 2 2 2, Column C ,  Row I 
(61 This Is the propofilon 01 UAA mail procesed On the Mechanized Terminal. Refer to Table 5.2.2 1, Column D. Adjusted Subtotals. 
(7) Refer to Table 5 2 2 2. Column 8. ROW I 
(81 Based on a 2-week Sample penod developed from the CFS Daily Repon. 
191 Refer 10 Table 5 2.2.2. Column C Row ii , .  
(10) This 15 the proportion of UAA mail processed on the Non-Mechanized Terminal (NMT). Refer to Table 5.2.2.1, Column D. 
Adlurled Subtalals Evev piece of mail that 15 keyed on the NMT must be labeled. Thus, these tasks occur with the same f 
( l l )Refei toTable522.2,ColvmnB.RowII  
(12) Referto Column E, Raw I b, ACS. 
113) Thls is the propanion Of UAA mail at CFS units that is machineable lenen If IS assumed this is an appropriate proxy for 
eillmaling the propOnlOn of ACS mail plMeSSed on the Mechanized Terminal For fa~ fo r  development, refer 10 Senion 
(141 Relerlo Column E. Row I c, ACS 
(151 Thls 19 the pmponlon Of UAA ma81 at CFS units that 15 Non-machineable Ieners. It #E assumed this IS an appropriate proxy for 
estlmallng the plOpO~8On of ACS mail processed on the Nan~Mechanized Terminal For lanor development, relei to 

1 W  s o w 9 4  $OW94 

0 83 (6 )  50 0548 0 

NIA NIA 

017!101 SO0456 $0.2691 

1 W  50W63 $OW83 

1 W  SO0204 $00204 

pEqm 

NIA NlA 
WA NIA 
NIA NIA 

083(13) 500550 

017(151 500447 
50 0997 
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